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Second, I commented on the financial stability of Arizona's parent company American Water Works

referencing their 2009 Annual Report. This highlights the stability of the company's financial strength.

Stephen P

My comments are in two parts, the first pertaining to the weighted cost of capital in presented in

testimony by Mr. Manrique and Mr. Rigsby. With supporting references' attached. Utilizing testimony in

evidence, I proposed certain data points be eliminated resulting in an more appropriate lower cost of

capital.
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I am filing an opinion as a resident of Anthem, AZ and a consumer of Arizona-American Water residing at

2407 w. Hazelhurst Ct., Anthem, AZ. 85086.

S.D.Kennedy, Commissioner

To: Arizona Corporation Commission, Utilities Division, Consumer Services

G.Pierce, Commissioner

Re: Docket No. W-01303A-09-0343 & No. SW-01303A-09-0343

B. Stump, Commissioner

Hon. Teena Wolfe

p. Newman, Commissioner

K.K. Mayes, Chairman

Arizona Corporation Commission
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Stephen p. Puhr, resident of Anthem, Az., 2407 w. Hazelhurst Ct., 623-249-7049,

Docket No. W-01303A-09-0343 & No. SW-01303A-09-0343

I would like to address the weighted cost of capital calculation in the direct testimony of Mr. Juan C. Manrique,

Acc staff.

In the Direct testimony of Mr. Juan c. Manrique, page 42, table 3, (line 13-14). The combined short and long

term debt has a cost of 4.91%. Which appears to be derived from the schedule presented by the Arizona

American Water, Test year ended December 31, 2008, Exhibit schedule D-2, page 1, Witness Mr. Broderick.

The 4.91% is derived from capital weighting of the cost of long term debt of 5.47% and short term debt,

commercial paper, of 3.41%. The annual report for Arizona-American Water's parent filed on 3/1/2010, page

118, and reports that December 31, 2009, the company's short term debt weighted average interest cost was

0.39%. Further, according to 2010, the cost of A2/P2

commercial paper, A2/p2 is the rating of American Water Works the parent of Arizona-American Water

company, with maturities from 1 day to 60 days averaged 0.33%, with a high of 0.35 for 1 day to the low of

0.29 for 30 days. Hence, Mr. Manrique's average weighted cost of capital needs to utilize the commercial

paper rate of 0.33% instead of the 3.41%, from Mr. Manriques Direct testimony, page 14, and line 25. The

replacement would be the difference between (3.41% less 0.33%) multiplied the weighted short term debt

of 16.6% to equal 0.51% reduction from the Acc staff's recommendation in Arizona-American Waters

required rate of return (ROR) 7.20%. Staffs new recommendation should be 7.20%- 0.51%= 6.69%.

v./ww.federalreserve. cy release c on April 21,

Now I would like to address Mr. Manrique's testimony as it relates to the formulation of the Beta estimate for

Arizona American Water.

While a bigger sample size is preferred to a smaller one when establishing a valid proxy, it is more important

to have companies with comparable attributes that drive risks and returns. Morningstar recognizes the

importance of comparing stocks and stock mutual funds as large cap (capitalization), mid-cap and small cap

and also as growth, value or a blend. An historical study that looked at stocks' standard deviations of returns

(risk) from 1926 through 2001, and found small capitalizations standard deviations of returns (risk) was 33.2%

compared to large capitalization stocks of 20.2%. This validates the need to compare or utilize the same

market capitalization when building a proxy, All utilities are value stocks so they all qualify on that

characteristic. Since, Arizona-American Water's parent company is not a small capitalization stock it would be

inappropriate to compare it to a group of small capitalization stocks. Hence, the following stocks are

recognized as small capitalization stocks by Value Line and should be removed from the sample, American

States Water, California Water, Connecticut Water, Middlesex Water and SJW Corp. These stocks were utilized

by Mr. Manrique in testimony, schedule JCM-7. Mr. Rigsby's testimony, schedule WAR -7, list the beta's of his

proxy stocks, again one must eliminate the small cap stocks.The result we have a proxy made up of three

stocks Aqua America (AWR), At nos Energy Corp. (ATO) and AGL Resources (AGL), with betas, respectively of

.65 for AWR, .75 for AGL and .65 for ATO. The average of these stocks' beta is .683 and this is the most

appropriate proxy beta for Arizona American Water.

a

Per Mr. Manrique's testimony in schedule JCM-3, historical CAPM and current CAPM used two different risk

free assets. In the historical CAPM, an average of 5 yr., 7 yr., & 10yr. treasury rates was adopted as the risk

free asset and for the current CAPM the 30 yr. treasury rate was used as the risk free asset. This use of
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different maturity risk free assets is not appropriate because the different maturities have different amounts

of interest rate risk. The longer the maturity, in general terms, the more interest rate risk. An analysis of

historic CAPM and current CAPM should use the same risk free asset, especially as it pertains to maturity.

Second, which risk free asset is appropriate? Mr. Manrique's testimony on page 36, line 2, states, "The risk

free rate is the rate of return of an investment with zero risk." I agree but for purest, zero risk may be

substituted for near zero risk. The risk free asset should be a treasury security since it is has a near zero

probability of default. As noted in Mr. Rigsby's testimony, page 34, line 18 & 19, the 91 day T-bill presents the

lowest possible risk to an investor. Investors who buy treasury bonds that mature in 5 years, 10 years, and 30

years face interest rate risk, all else being equal, the longer the treasury maturity the greater the risk. The 91

day t-bill is considered the safest since it has the lowest amount of bankruptcy risk and interest rate risk, I

recommend it be used as the risk free asset. The current 91 day bill rate reported by Value Line was 0.16%

on 4/7/2010.

Back to Mr. Manrique's testimony, schedule JCM-3. The use of the historical CAPM in the calculation of the

final cost of equity is not relevant to today's investment environment where readily verifiable investment data

is available. I would eliminate that formula from the calculation of cost of equity.

Second, the uses of 10.2% return on the stock market in his historic model and then use a 12.7% for the

current expectations defies the markets current expectations. That is I am unaware of any professional

publication or professional stock market strategist, that has the opinion that future rates of return on the

stock market are going to be higher than the last 94 year average (1926-2008), let alone they will be 20%

higher. Presenting the arithmetic mean for the stock market returns is a point that is debated and may be a

valid starting point, but build on it that premise, l believe in a better place to start.

Surrebuttal testimony from William Rigsby, pages 14 and 15 illustrates that the geometric mean better

describes actual results than the arithmetic mean; I find his argument compelling and recommend adopting

the geometric mean approach. It reflects reality.

In a July 2009 article, Roger lbbotson, "Are Bonds Going to Outperform Stocks Over the Long Run? Not Likely."

Two data points, first, the S&P 500 returns, geometrically compounded, from January 1926 to March 2009 was

9.44% (page 1). Mr. lbbotson suggests that earnings growth could approach historic long term growth rate of

5%. investors' expectations could be 5% plus dividends then at 1.92%, today at 1.84% for the S&P sao. Hence,

using a discount cash flow approach, reasonable expectations for the stock market would be 5% + 1.84%=

6.84%. See attachment, Newsweek, 4/19/2010, "The Shape of Things to Come", the articles talk to three

economic/finance professor of high regard, Nouriel Roubini, Jeremy Siegel, Laura Tyson and Mohamed El-

Erian, CEO of PlMco(the largest fixed income manager in the world). There is only one who believes a return

to average GDP is visible, while the rest see a below average growth rate for some time. Laura Tyson would

expect GDP to grow at a 3.5% over five years at best. l bring these up not for precision but directionally, below

average GDP growth and hence return on equities is the norm. So the testimony of Mr. Manrique on expected

returns for the stock market for the CAPM is, in his historical CAPM : 10.2% and current CAPM : 12.7%. Mr.

Rigsby's expected stock market returns (Rm) in his CAPM model, testimony, schedule WAR-7, pages 1 & 2,

uses historic stock market returns, geometric of 9.6% and arithmetic 11.7%. Given the general and expert
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outlook for subpar to average growth for the foreseeable future, of the given testimony, the estimate for

the expected return for the stock market is 9.6% and it should utilized in the CAPM model.

Current CAPM would be:

CAPM, K: Rf + B ( Rm- Rf)

.16% + .683 (9.s%-.1s%)

6.61%

As of 4/1/2010, Value line 30 year U.S. treasury YTM of 4.74% and Morningstar reported on 4/28/2010 that

American Water Works' bond maturing in 27 years has a yield to maturity of 6.08%. Back to the lbbotson

article above, page 1, long term treasury bonds have outperformed stocks for the following periods, 1 yr., 5

yr., 10 yr., 20 yr., and 40 yr. ending March 2009. So, the expected return of equity which appears to have a

narrow premium over its stock is reasonable especially given the evidence above.

Mr. Manrique used two DCF methods, one constant growth and the other is multi-stage (a two stage was

used). I do not see any analytical benefit to use a two stage model, the industry is very mature and returns are

regulated, providing a consistent visible growth profile. Looking at Aqua America's retention growth over the

past eleven years shows a slight bump higher for four years and slow decline the next seven years, 4.3%, 4.7%,

5.1%, 5.2%, 4.2%, 4.6%, 4.9%, 3.7%, 3.2%, 2.8%, 3.5%.== average 4.2%. Mr. Manrique's table of the results

calculating the expected dividend growth is found in his testimony, schedule JCM-8. A ten year period ending

in 2008 was used to derive historical EPS (earnings per share) growth of 3.3% and DPS (dividend per share)

growth rate of 3.1%. With the current economic outlook expected to be below average for years or at best

similar to the last ten years that ended zoos, the table's EPS and sustainable growth projections of 9.7% and

9.1% look unreasonable. These estimates are approximately ex the growth rates of the ten year period that

ended 2008. Schedule JCM-8 should eliminate the 9% growth estimates as outliers and use the remaining

four data points that result in a growth estimate of 3.93% to be utilized in the DCF model.

DCF constant growth (dividend yield from Mr. Manrique's schedule JCM-3)

DCF : 3.50% + 3.93%

3.50% + 3.93% = 7.43%

Current CAPM would be:

CAPM K: Rf+B(Rm-Rf)

.is% + .683 (9.6%-.1s%)

6.61%

Final Cost art Equity Estimate = CAPM + DCF /2= 6.61% + 7.43%/2=7.02%



ACC staff capital recommendation Staff's Estimates SPP Estimates Difference

Long Tm Debt = 44.6% @5.47%=2.44% @5.47%=2.44% 0%

Short Tm Debt = 16.6% @3.41%=0.57% @.033%=0.06% .51%

@10.7%=4.17% @7.02%=2.73% 1.46%Total Cm Equity = 38.9%

Overall Rate of Return =7.2% =5.23% =-1.97%
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INVESTMENT MANAGEMENT

Top-performing Investment Management Professional with twenty-six years of increasingly responsible
experience in the financial services industry. Significant experience applying modem portfolio theory,
relationship management, attribution analysis, investment manager analysis and global custody search. Strategic
assessment of assets allocations and manager selection included the following asset classes: international equity
and fixed income, domestic equity (large, mid & small caps), domestic Fixed income classes, alternative
investments, real estate and other tangible assets.

PROFESSIONAL EXPERIENCE

Consultant, Phoenix, AZ 2003-2009

Executive Directive/Portfolio Manager

• Provided strategic assessment for a Native American Community Development & Financial Institution.

Utilized Ibbotson soiiware to establish asset allocations and investment policy statements for Tribal
endowments. Conducted global custody search and investment manager search for over $500 million in
assets. Established Treasury policies and procedures that improved the management of the Tribe's
liqLuldity and investments. Maintained relationships with financial institutions. Advised the Tribes on
private equity investments.

Designed the investment plans for high net worth clients. Implemented investment plans along modem
portfolio theory from asset allocation to manager selection. Equity research utilized qualitative and
quantitative analytical techniques that produced discounted cash flow price targets.

WELLS FARGO BANK, Santa Rosa, CA

Vice President/Regional Investment Manager

2000 2003

As Regional Investment Manager, lead the implementation strategies that increased Investment
Management, Trust, and Private Banking sales and profits. Devised and implemented asset allocation and
manager selections that met client risk and return parameters for high and ultra high net worth clients.

Consistently placed among the Top 10 of more than 200 portfolio managers in portfolio returns.
Successful relationship management of over 100 clients limited attrition to below 1%.
Utilized Ibbotson analytic's toenhancedletups and dampenvolatility through diversification.
One of twenty portfolio managers to be trained as a Certified Investment Management Analyst
(CIMA) to address the ultra high net worth clients market. CIMA covered manager search and
due diligence, performance measurement and monitoring, designing investment policies and asset
allocation strategies.
Lead the six person Financial Services equity research team. Co-manager of Value Portfolio.
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RONEY & CQMPANY, Detroit, MI

Financial Services Analyst

BRAVURA F1NANCIAL SERvIcEs, Jnc., Midland, MI

Portfolio Manager

MUNDER CAPITAL MANAGEMENT, Birmingham, MI

Portfolio Manager

MASTER oF BUSINESS ADMINISTRATION: Finance/Corporate Strategy
University of Michigan

BACHELOR oF BUSINESS ADMINISTRATION: Finance
Marquette University

Managed equity portfolio for The Dow Chemical Company pension, returns for $140 million in assets
exceeded benchmark.

Served as the expert financial services equity analyst for 40+ regional financial institutions. Opinions and
reports appeared 'm Wall Street Transcripts, American Banker ad Barron 's.

Called the recovery in bank stocks in 1990, yieldinga 70.8% return vs. 42.6% for the bank index.
Outperformed bank index in 20 of 21 recommendations, returning 36.5% vs. 25.6% for bank
index.

Recommended and managed investments for key corporate and individual clients for firm with more than
$35 bill ion under management. Responsible for f inancial equities as a member of the Investment
Committee.

•

•

•

•

Utilized modern portfolio theory and asset allocation in traditional classes in portfolio
construction.
Personally managed corporate and individual relationships, utilizing Basra Analytic's for
performance attribution analysis.

Stockval and Baseline complemented qualitative analysis to uncover superior risk adjusted
returns of sectors and stocks.

Delivered relative risk/return ratings on the following sectors, financial services, consumer
staples, utilities, communication services and transportation for Dow's internal portfolio
managers.

Provided attribution analysis on equity managers responsible for $6 billion of The Dow Chemical
Company pension assets.

- M ~ M

Certified Investment Management Analyst (CIMA)
Series 7, 63, & 65

Chartered Financial Analyst Candidate Level l

- .m , ~..~...l ..~.» ¢.~...» ~ » .. ~.l-» w-..

CERTIFICATES & LICENSES

LEARNING CREDENTIALS

ww m uue» -

, » ~ » -

Ann Arbor, MI

Milwaukee, WI
9 9 s»\-n»¢14v\-

1 9 8 7 1992

1992 .... 1995

1995 2000

ASSOCIATIONS
CFA Institute

Leadership Redondo Beach 2006
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Lr Direct Testimony of Juan C. Manrique
Docket Nos. w-01303A-09-0343 et ad
Page 42

Q- What is Staff's ROE estimate for Arizona-American?

Staff determined an ROE estimate of 9.9 percent for the Company based on cost of equity

estimates for the sample companies ranging from 9.7 percent for the DCF to 10.0 percent

for the CAPM. Staff recommends adoption of an 80 basis point upward financial risk

adjustment of the ROE to 10.7 percent.

v111.

Q.

A. Staff determined a 7.2 percent ROR for the Company, as shown in Schedule JCM-1 and

the following table:

RATE OF RETURN RECOMMENDATION

What overall rate of return did Staff determine for Arizona-American?

1

2

3

4

5

6

7

8

9

10

11

12

13

Table 3

Weight Cost
Weighted
Cost

Short-Term and Long-term Debt
Common Equity

61.14%
38.86%

4.91%
10.7%

3.0%
4.2%

Overall ROR 7.2%

IX. STAFF RESPONSE TO COMPANY'S COST OF CAPITAL WITNESS DR.

BENTE VILLADSEN

Please summarize Dr. Villadsen's analyses and recommendations.

14

15

16

17

18

19

20

21

22

23

Q~

A.

A. Dr. Villadsen recommends a 12.25 percent ROE basedonanalyses for single and multi-

stage DEF models, the CAPM, and the empirical capital asset pricing model ("ECAPM")

for a sample of water companies and a sample of gas companies. Dr. Villadsen estimates

the cost of equity for the sample companies using these analyses. Then, she estimates an

alter-tax weighted average cost of capital ("ATWACC") for each company in the water

and gas samples using each entity's market value capital structure. Lastly, she separately
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Arizona American Water Company - Anthem Water
Test Year Ended December 31, 2008
Cost of Long Term Debt
Test Year - Arizona American Water Actual

Exhibit
Schedule D-2
Page 1
VWtness: Broderick

l

End of Test Year End of Protected Year

Interest
RateLong-Term Debt

Sept '12 PILR - Monterey
Aug '13 PILR - Montes/Lincoln
Aug '15 PILR - Rosalie
Aug '15 PILR - T.O. Development
Sept '28 L-T Note - Maricopa
Dec 'to L-T Promissory Note
Dec '16 L-T Promissory Note
Dec '18 L-T Promissory Note
Oct '37 L-T Promissory Note (1)
Of '37 L-T Promissory Note
Phoenix Agreement (2)

Amount
Outs»tandinq

$ 32,726
19,220
38,347
32,847

10,835,000
24,700,000
11 ,200,000

123,100,000
10,000,000
6,450,000
2,000,000

$

Annual
Cost

2,049
1 ,107
2,753
2,358

340.320
1,331,330

618,240
6,918,220

650,000
425,249

6.260%
5.761%
7.180%
7,179%
3.200%
5.390%
5.520%
5.620%
6.500%
6.593%
0.000%

Amount
Outstanding

$ 32,725
19,220
38,347
32,847

10,635,000
24,700,000
11,200,000

123,100,000
10,000,000
6,450,000
2,000,000

s

Annual
Cost

2,049
1,1o7
z,75a
2,358

340,320
1,331,330

818,240
6,918,220

850,000
425,249

Interest
Rate
6.260%
5.761%
7. 188°/o
7.179%
3.200%
5.390%
5.520%
5.620%
6.500%
6.593%
0.000%

Totals

./.

445 s 1a8,208,140 10,291,626 5.468% s 188,208,140 10,291 ,625

Common Equity
Common Stock
Paid in Capital
Retained Earnings
Equity Infusion (4) 3

s 522,880
164,468,285
(3D,233,571)
20,192,000

s 154,949,595 12.25%

s 522,880
164,468,286
(30,233,571)
20,192,000

s 154,949,595 12.25%

Short-Term Debt
Commercial Paper s 52,584,000 S 1.793.114 3.41% s 52,584,000 s 1,793,114 3.410%

Totals _  5 /  s 52.584,ooo $

34? "lLlf
(1) The actual rate for this note is 6.593%, but the A08 authorized ceiling is 6.5%.
(2) A $1 M payment due September 12, 2009 (the 3rd anniversary of the 2nd payment) has reduced this remaining debt to $2 m.
(3) Excluded Tolleson obligation for remaking purposes as per ACC Decision No. 69440.
(4) Data Source: 08 Audited Financials

13 1,793,114 3.41% _s 52,584,000 s 1,793,114 3.410%

Line

M
1
2
3
4
5
5
7
8
9
10
11
12
13
14

15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

SuppoMng Schedules:
E- 1
\Schedules\2008 Anthem Water sch. A-F.xls\

Recap Schedules:
D-1
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the other lenders to assume the default lender's commitment or replace such defaulting lender by designating an assignee willing to assume the
commitment, however the remaining lenders have no obligation to assume a defaulting lender's commitment and we can provide no assurances
that we will replace a defaulting lender.

At December 31, AWCC had the following sub-limits and available capacity under the credit facility.

Letter of credit sublimity
Letter of credit available capacity

2009
$150,000
101,754

2008
$150,000
106,097

At December 31, 2009, the Company had $50,579 of outstanding letters of credit, $48,246 of which was issued under the revolving credit
facility noted above .

The following table presents the short-term borrowing activity for AWCC for the years ended December 31,2009 and2008 :

Average borrowings
Maximum borrowings outstanding
Weighted average interest rates, computed on a daily basis
Weighted average interest rates, at December 31

2009

$347,413
708,691

0.82%
0.39%

2008
$291 ,821
570,429

3.51%
0.75%

Interest rates on advances under the credit facility are based on either prime or theLondon Interbank Offering Rate ("LlBoR") plus an
applicable margin based upon credit ratings of the Company, as well as total outstanding amounts under the agreement at the time of the
borrowing. The maximum LIBOR margin is 55 basis points.

The credit facility requires the Company to maintain a ratio of consolidated debt to consolidated capitalization of not more than 0,70 to
1.00. The ratio at December 3 l, 2009 was 0.58 to 1.00.

None of the Colnpany's borrowings are subject to default or prepayment as a result of a downgrading of securities, although such a
downgrading could increase fees and interest charges under the Company's credit facilities.

As part of the normal course of business, the Company routinely enters contracts for the purchase and sale of water, energy, fuels and other
services. These contracts either contain express provisions or otherwise permit the Company and our counterparties to demand adequate
assurance of future performance when there are reasonable grounds for doing so.In accordance with the contracts and applicable contract law, if
the Company is downgraded by a credit rating agency, especially if such downgrade is to a level below investment grade, it is possible that a
counterparty would attempt to rely onsuch a downgrade as a basis for making a demand for adequate assurance of future performance.
Depending on its net position with a counterparty, the demand could be for the posting of collateral. In the absence of expressly agreed
provisions that specify the collateral that must be provided, the obligation to supply the collateral requested will be a function of the facts and
circumstances of the Company's situation at the time of the demand. If the Company can reasonably claim that it is willing and financially able
to perform its obligations, it may be possible to successfully argue that no collateral should be posted or that only an amount equal to two or
three months of future payments should be sufficient. The Company does not expect to post any collateral which will have a material adverse
impact on the Company's results of operations, financial position or cash flows.

AWCC has entered into a one year $10,000 committed revolving line of credit with PNC Bank, N.A. This line Of credit will terminate on
December 31, 2010 unless extended and is used primarily for short-term worldng capital needs. Interest rates on advances under this line of
credit are based on either the prime rate of the financial institution or the applicable LIBOR rate for the term selected plus 175 basis points.

118



AA
asset-backed

AA
financial

A2/P2
nonfinancial

AA
nonfinancialTerm

0.250.200.350.191-day

0.330.230.330.197-day

0.250.200.330.2015-day

0.270.230.290.2030-day

0.260.290.340.2260-day

0.310.30n.a.n.a.90-day

FRB: Commercial Paper Rates and Outstandings page 1 or 1

Data as of April 21, 2010

Commercial Paper Rates and outstanding
Derived from data supplied by The Depository Trust & Clearing Corporation
Posted April 22, 2010

Discount rates

Trade data insufficient to support calculation of the 90-day AA nonfinancial and 90-day A2/P2
nonfinancial rates for April 21, 2010.

AL/€, .328
,33

http://www.federalreserve.gov/releases/cp/ 4/22/2010
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BUSNESS: American Water Wuss Company, Inc. is the Ialgesl amounting inf "amy 20% d revenues. Has muggy 7,300 employ-
inveslnr-owned wane: and waslemater utility in the LES., providing hes. Deplsdaxian rate. 2.1% in 'as. RWE AG owns wu9**y 49% of
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up aloud 90% d2008 lvsvames. New Jersey is its hugged madel NJ 08043. Telqahnnez 856446-8200. lnlemet

q u i o f f e r i n g s . A G
M y  d i v e s t e d  i t s  s t a k e  i n  t h e  w a t e r

provider. had owned 50% these measures.
shares Plus. the companys finances appear

to be a bit lacing. Many water infra-

»

R W E ' s  e x i t  f r o m  t h e  b u s i n e s s  r e m o v e s  a
s i g n i f i c a n t  c o n c e r n  r e g a r d i n g  i t s  t r u e  ' m -

A m e r i c a n  W a t e r  W o r k s  F i n a l l y  a p - t e r  u n d e r s t a n d i n g  R f  p a s t  t r e n d s  a n d
p e a r s  t o  b e  o n  i t s  o w n .  A f t e r  n u m e r o u s  t h e r e f o r e  p r o v i d e  i n s i g h t  w h e n  a s s e s s i n g

m a j o r i t y  o w n e r  R W E n a t u r e  t r a d i n g  h a b i t s .  P r e d i c t i n g  s h a r e -
h a s p r i c e  g x r u w t h  p r o s p e c t s  i s  a  b i t  r i s k y  a b s e n t

It nearly of
o u t s t a n d i n g  a s  o f  t h e  b e g i n n i n g  o f

2 0 0 9  a n d  s ] i g h t 1  s o u t h  o f  2 5 %  a s  o f  o u r
O c t o b e r  r e p o r t . a l l o w i n g  t h e  f i n a l  s a l e ,  s t r u c t u r e s  h a v e  s e e n  b e t t e r  d o  s  a n d  a r et h e  r e m a i n i n g  b o a r d  m e m b e r s  a p p o i n t e d i n  n e e d  o f  s i g n i f i c a n t  r e p a i r . m a i n t e n a n c e

b y  R W E  a n n o u n c e d  t h e i r  r e s i g n a t i o n s . e x p e n s e s  a r e  e x p e c t e d  t o  c l i m b ,  e r a s i n g
S o m e  c o n c e r n s  h a v e  b e e n  l i f t e d m u c h  o f  t h e  b e n e f i t s  f r o m  t h e  i m p r o v i n g

r e g u l a t o r y  e n v i r o n m e n t  t h a t  w e  a n t i d -
p a t e  M e a n w h i l e ,  i n c r e a s e d  c a p i t a l  i n v e s t -

t e n t i o n s .  M e a n w h i l e ,  w e  b e l i e v e  t h e  c o m -  m e n t s  r e q u i r e  a  g r e a t  d e a l  o f  f i n a n c i n g
p a r t y  w i l l  n o w  h a v e  a  b e t t e r  p o s t u r e  w i t h  t h a t  A W K  c a n n o t  m e e t  o n  i t s  o w n .  T h e
s t a t e  r e g u l a t o r s ,  s o m e t h i n g  i t  w a s  s o r e l y  c o s t s  o f  f u n d i n g  t h e  i m p r o v e m e n t s  w i l l

a s  a
have improved considerably since RWE be-
gan shedding its interest,

l a c k i n g  w i t h  R W E  i n  t h e  f o l d .  R u l i n g s  d i l u t e  g a i n s  a n d  t h e  i s s u e s  a p p e a l
g r o w t h  v e h i c l e .

b u t  t h e r e  i s  s t i l l  T h a t  s a i d ,  t h e  s t o c k ' s  d i v i d e n d  y i e l d
r o o m  t o  i m p r o v e .  T h i s  a u g u r s  w e l l  f o r  c a n n o t  b e  i g n o r e d .  I t  i s  w e l l  a b o v e  a v e r -
A m e r i c a n ,  g i v e n  t h e r e  i s  s t i l l  $ 2 0 0 - p l u s  a g e  a n d  w o r t h w h i l e  e v e n  w h e n  c o m p a r e d
m i l l i o n  i n  r a t e  c a s e s  o u t s t a n d i n g . t o  o t h e r s  i n  t h e  u t i l i t y  s e c t o r .  W e  s u s p e c t

.  b u t  t h e  s t o c k  s t i l l  r e m a i n s  s o m e - t h a t  i n c r e a s e s  w i l l  r e m a i n  a  p r i o r i t y ,
w h a t  s p e c u l a t i v e .  I t  h a s  o n l y  b e e n  t r a d -
i n g  f o r  a b o u t  t h r e e  y e a r s  a n d  h a s  n o t  y e t
b e e n  a s s i g n e d  a  T i m e l i n e s s  r a n k  o r  o t h e r
t r a d i n g  i n d i c a t o r s  d u e  t o  i t s  s h o r t  h i s t o r y
T h e s e m a r k s  h e l p  t o  g i v e  i n v e s t o r s  a  b e t -  A n d n e  . L  C o l s t a n z a

r e g a r d l e s s  o f  t h e  i n f r a s t r u c t u r e  r e q u i r e -
m e n t s .  T h u s ,  t h e  i s s u e  m a y  w e l l  i n t e r e s t
t h e  r i s k - t o l e r a n t  s e e k i n g  t o t a l  r e t u r n  w i t h
a  b i a s  f o r  a  s t e a d y  d o s e  o f  i n c o m e .

J a n u a r y  2 2 ,  2 0 1 0
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sets of Athens

During the September interim, Aqua (Aqua Georgia Inc.) may be bolstered

ovexeyear basis
up slightly from the prior year, earnings

as unfavorable weather

ears.
should provide "'-hm shares are a neulzral choice for

t h e  c a n n i n g  s i x  t o  1 2  m o n t h  p e r i o d ,
b u t  h o l d  s o m e  a p p e a l  f o r  t h e  l o n g

help widen margins. For the year,

inks of $48 million and $0.07 a share. year, and this will most likely continue
over the coming 3- to 5-year stretch. Also,

equi-
Conservative

through

company
wastewater 1Il'\8atment

scores for Stock Price Stability and
inks Predictability as well as the below-
the»market average Beta coeflident.
John D. Burke

by
America lost some glrounnd on a year- further purchases in this region. Also,

. Although revenues were its Aqua Pennsylvania
purchasing the as-

dropped a penny, Township Authority and
conditions and higher operating costs hurt subsequently signed a 2 year contract to
profits during the this quarter. Looking provide water services. Additionally, the
ahead, though, $75 million in late cases filed in 2009
the company probably ended the year should, if judged in Aqua's favor, boost
on a good note. A number of raterelief revenues and earnings over the next few
cases were set to be decided in the fourth
quarter which, if approved,
a slight last-minute boast to the top and
bottom lines. Also, management has been
actively working to reduce operating costs, haul. One attractive trait is the steady
and the benefits of these efforts should dividend yield, which was raised 7.4% dur-

we ex- ing the fourth quarter of 2008. The compa-
pect a total increase in revenues and earn- ny has historically raised its payout every

respectively, but it should be noted that
last year included a alp from the sale of the to and bottom-line gains we project
its underperfonning V%oodhaven system. over the 2012-2014 horizon give this
Aqua America should continue to ex- ty good recovery potential.
pond its reach acquisitions investors should also take note of the high
and rate~relief cases over the neut few Eam-
years. The has acrWred a

plant in dgkm
County, Georgia, and this new subs are January 22. 2010
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Company probably
a good note . . management doubled

likely during the three Thou 1h
revenues for the we do not the dividend rate to fu y

reduction in early 2008,

coming 3 to Sdyeaxs.
good much reduce capital
excluding charges cash How appears
lawed quarterly filings in 2008 [due to ac- peferred and conunon dividend expense,

Ase shares

SouthWest Water end payout. For its November payment,
finished 2008 on . Al- the amount paid
though share-profit comparisons prior quarters.
dropped, year over year, expect
fourth quarter probably showed a slight recover from the
increase. As SouthWest begins to recover this increase may be sustainable over die
from the weakened economy, we expect However, even with a

quarter-to-quarter earnings gains, spending budget,
associated from the de- free to fol short of

counting errors). Severe drop Hts in Cali- neutrally ranked are
forma and Texas, two key S C markets, best suited for risk tolerant investors.
reduced water demand in the 12-month Note, however,
period ending in June. Z009. Moreover, the e

did increased repair
the latter half of 2009. Looking risk is shown by the Low (C++) rank for

Finandd Strenth,
took

January 22, 201O

that the above-aver
price recovery potential is offset by mea?-

resulting soil costs free of risk attached to dmese shares. This
during

38 as well as the below-
. In 2010, the top and bottom lines Ar scores for Pace Stability and

should continue to recover in line Earrings Predictability Business pros-
with the overall economy The compantr sects are clouded due to uncertainties re
will likely be bolstered from the recent y lated to weather conditions and the hous-
approved rate increase for its Callfonxia in market.
utilities segment. Also, SouthWest plans _/an D. Burke
to focus on reducing operating costs
through consolidating office support func-
tions, as well as by divesting underper-
fanning businesses.
The board voted to increase the divi-

$0,aaI5l\aie.
(E) Earnings may not add Wet: minding.
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Improvements on the regulatory firutnr
augur well for California Water Serv- only intensify going forward.
ice Group's top line. we've tempera our expectations, estimat-
increases handed down by the that CWT broke

enabled the wata~ utility to

California in
Utilities Final quarter

g e t growth
of $139.2 mil on in the

persisted in the fuurdm quarter and will
As a result,

Indeed, earlier rate
barely even in the

of 2009 and that earnings

high revenues
third quarter,
year
the fourth quarter and for f° "8y¢=" 2010. low Average). Recent share-price
Meanwhile, the Ble its 2009 declines, couped with

increases of coming six to 12 months.
nearly million in 2012 and 2013. It

CWTs Hist
and a

infrastructure costs that are likely

The share and/or debt offerings that willthe CPUC's more recent disposition.

eflts mentioned above,
11% in the September period and came in limiting potential shareholder

Operating ex- though the dividend yield looks healthy at
aging infrastruc- blush,

Public Commission (CPUC)
record- will not be anything to write home

about for full-year 2010.
a 6% improvement from the The stock has fal len a notch for

before. We look for similar growth in Timeliness and is now ranked 4 (Be-

company the tough outlook,
general rate case during the period. seek- make thins an unattractive selection for the
in $71 million in 2011 with

$25 Its 3- to 5-year appeal is better, but
was consolidated request, still lacking 'm our opinion. CWT does
coverttri all 24 districts, "Ag may not have the finances on hand to meet the
well e 18 months to be made. e ex- rising
pet a relatively favorable outcome given to amount over the next couple of years.

However; operating costs appear to be be required to help improve the balance
on the rise, too. Despite the top-line ben- sheet will come at a price, with the higher

share earnings fell share count and Interest rate expenses
A1-

a dlme below our estimate.
senses swelled 10%, as first those an income
tores and vehicle have better options available, par-
the increased demand drove up distribu-
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seeking
required greater maintenance,

titularly on a risk-adjusted basis.
son costs. We suspect that these trends Andnel Costanza

31.4
21,5 a w : Price "8'5'1° f

12a

. 96
80
64

pa
40
32

24

LG
_12

an
I

llllllll
~'2-14

'  Eds .  End.  nmwnv ing ga l ( loss): )D' 'dames ` paid' ind. ddaved dxauges. In '08: $3.9 mill.,

*68. (7¢I}'01_ 4¢: 'o2,Na¢. Need gamings report . .  and  No .  l .  d plan .
due ea February. avaviahle. In m»mm1=;qusnearevfor SP*-

° M & V I h e Puhi E l68R¢ FactualIIIImHSuliiliwdItlmsullllesbgleymilpixldilllallllisplmddedv||iU1u|twl|§n|niesd4Iz°|dnl!.
R B nor ANY ERRORS OR (Nl man-wnlnielvil. menu

rgdd,stuledull\slximedinanypli¢l»¢,elmuli:n'n\IIL*El:¥\,Ul1NIB 41¢1u= m W ¢4¢|ipumim4

go__-ggr-g= Fnahdd Sh'ungUI
s doe Shhllity

Price Glunnth Pslslstana
Eaninsf Prldlchblllly

64+
80

80



28.4
19.0

. . " . . .

29.0
20.3

29.0
21.8

26.8
20.8

34.8
24.3

43.8
30.3

48. 1
33.6

42.0
21.0

38.8
29.8

High:
l.ow

19.5
14.1

26.5
14.8

LEGENDS _
1.25 XDi\Ad€|1¢S a

RsauuehZrmesuwgln
nn: -2 9 w

0 3 l1area:;»iarAecessi:n
zal>a»uesdanbegun1aw

WIEIJIIESS 3 lmued6I5IKl8
sArErv 3 NHZMAHO
TECHNICAL 3 RakM12WW
BETA .m (1.00-mal1v4®

2012-14 PROJECTIONS
Anmraol

Pvica Gain Vellum

83' 8 12138 1gg2
lnsldernldslons

F n A I J J A s o
WN!
uuu=-»
ws

o 0 0 0 0 0 0 0 o
o 0 o o o 0 0 o o
0 1 0 0 o o 1 o o

'ahs

Institutional Daclslons
illl111 aw :mu

55 he 54
as 53 53

9283 10578 w a n

- - - - \

2013

I 'r .I ll.

I I .fl la
ll ll

l l 11.1111
.Ill'

In
11 ll

| '

1 yr.
3 yr.
5 yr.

asTol: RETURN12N19
m s Vu. IRITII.

SWF( HBE(
10.5
-0.5
56.5

60.8
1.9

25.9

I

.»
U| 0 '

o ' al *Q' O

J r *
IQ

4 '

é

a• °"°¢
*a

"w
FT "..i~L. l...,MI.

-_.~._» "

ll _lllllI ll°'
o I • r»» F

Pe rwld 12
shalss 8
Uadad 4 as, mI

I
iiI
III

II l
lllllll'I'll \\ " W

I
| I Ill I l I I I

Il  \\  | llIll ll II I ml l
2010 °uu1l.l£Iu&.nczoos

fun
us
MY
1.m
as
fun
fun
vs
Lo
ws
ass
so

:ass
ans

a u x
s i x

as
m

n u
i n
i n

15.78

: J r

u s

.91

8,91
a w
1 as
21.1
we

25*

has
an

4aLsx
a n
a n
51.l*
Hsu
195
w s
w e
i i *

zaol
l m

3.51

1.e2

.so

I a
f u :
1118
nun
1.27
zsn

:nu
an

42.1*
1_5*

ams
S m
1764
Mn
us
us

1:u81

LM
no
Sm

15m
1115
Hz
Ia
ws
: a n
L u

Sus

41.n
Sm
484

5.2!
ws
ms

u m
w
1:2
so

4 2 4

15.72

l m
21.9

1.17

1 1 %

an
as

41.ms

sou.
am
Sus
7132
w s

asks

m

1994 1995 m e 1n7 was zoom a n
9.27

1.67

1.11

. o

l m
f a
.as
. l l

H M
1.75
ans
11

11.31

1.75

1.13

.oz

NM
us
i n
.83

411.

mm
Eu

.N

12.91
2.8
1.1!
.5

1217
22a
111
.U

use
Asa
us
n

13.78

E u

1 . u

.17

use
m
.n
so

mo
ass

I a
10.07

2.19
m u

a c
11.01

z
1114

1 1 1

11.48

I a
i n

5.03

12.14

111
F m

Eu
ans

a.
k w

11. 11.17 11. 1133 13.44 l m 1144 I 12 1512 15.11 1 1

1 3 4

.79

5.3%

121
.u

a n

11.1
.n

a n

12.0
. n

s o .

la
.BQ

sets

155
.11

Sus

11.1

.91

4 2 1 .

1
i n

a s

11.7
.U

a n

18.3

1Juo

a n s

s o
1.12

85*

a s
i v
w
us

hum-pall
'¢lhFlul"IIluh
hmhalw* A
wala»=l'apull 'l

I a
p a

21.75

112

aw
¢\v1Sv~mll1l»r»h
unnxvnuqnnn

a n
2211

Na ¢1lu1lnS!st11N¢'1 c a n
I n r e r u n
n u n u v s u u
A » l - ' l w u v u u

f u
u s

an
n o

n - - » - o - 1 n
n u n n

an
m

a n
ws

llwnrralul
Anmcmnunnum

aux
sax

a n
a n ..

l.llntllllllllllltlllo
Mann lily

# J K
h a s

ms
no

w-l=»u»n»-l»
N I P ! !

s o
M

: w s
f u n

RlllnlonTa\lCql'l
nulnuuslmlqq
Rlllnol1Ccn

w s
f u n
mas

1781
so

M n
a n

1g7.5
my

E u
m

212.7

11.1

runs a n ans Aus a n

suns
aux

47.5%
51_g*

ams
44.ns

sur:
41.0*

5181
ans

:Eu
44u

m.1
sou

i n
a n

444.4
m a

442.3
am.:

an
Mn
10.1*

ws
an
an

w s

10.1%

10.1%

8.5!
a n
ass

ms
5.1*
ws

cmrusmlcnnuaanaluo
1¢u1nlnnz1.sm nu¢u»svnmu»nl
Lfgl§\§08j"l_ Una:-msn.
(LTHhu\¢ll1ldcS.ll:!uUillll¢
can-u¢as=0 (454441)

l. .\lnel1hlhd:All\lllv &.9ml.
run~n mu u n

Gill-u4.5ml.
PHSlodlNull!.

CGlHll§ldl1l»512M2dI.
lld11NUI
usumrw-scnnuun hp)

»

sum uwuo

1.1 u 1.4
s1.4 a u u s
6:1 ' w e .
29.1 :as.s 37.4
a n 75.3 21.2
21.4 25.5 40.4

' u s  ' i o n n o
314$ asses 352*.Cay.

cnlnnsuvossncu Mr

A g
ou-
Cllllldlllth
Anus
Duhlbuo
Olhar
Cllrillllllb.
Fu

van run euvu 'ws
u r n syn b'\}'14

was 50% 4.0%
5.5* 6.095 ass
3_5* 5 5 * g_5*
1.5% 2.I!* 4.ss
4.5* runs 4.095

AllluAuw1as
l l 4 - w i i l

'cunnaur'

nnnaena
BOU*V*l8

cas-
- n u

w m n u m l u w n n u
- . 1 1  J u n o so now

Fol
V -

2111
m l
a n
Aus
a m

so no 75.0 ass
72.3 m is.; 74.0
sos 80.3 85.3 842
78.6 sos mu l a
an fu fu on

m e
a01.4
318.7
ass
s o

cu-
l l d l

nnuasrsslans*
l lu a l  Ju n . :  S Q . I  l l *31

Fit
Y -

I l l
a n
I ' l l
mm
mo

.85 as .oz an

.40 .42 .44 .as

.au .53 x .45
11 .64 H M
.to . H .as .41

1.33
1.52
1.55
1.15
zoo

cu-
and!

wanlnvnnmemsnms
.31 Jenn 0».a1

F I I
V u

>

:url
mar
NUI
me

I

ms m .zs ms
zag as zag m
zsn xo .zoo zoo
.29 M .zoo . M

.81

.as

1 . m
1.01

a n
ms

Ann
as

ws
an

a n
was

nr
1135

was
was

m
Sn

2.11.
m

a n
a s

11%
as

u s
sos

Ann
a n

Iuuuaueuneq
Alnvsnunrlul

l l #
47*

ouunaanuunwnz sxuwmun

l W _§' 1 g 1 | 1 § | Q 1 1 |  l \ h W W d B h l C l L l ¢ l U l l l - M S I I I B I I M W I D
wwlvy-ThwWhufhdndulhdil! .G¢=l4w8n»w»v UU1I1W-l°11i '4UlFI ' iWWlU¢NU°ll(10l00)-**
e»m¢u»y.luulasw-u»mu-l2su.nuoun4n»-anvs 1ullWN75 l"'l|lIll4
aam\ni|»m 1uenu-savlua-huuu»hg|»- lHdsw"°PW"Y)~¢lillll\€UuwRu¢.Flllidl1l&§OzRw!
n¢u|auhnI$dLosAn1u||sudOv|ng|0u||l|\1\oun- MduMMldt mosnrnauinnuw-n.s»nnn-.cA

anpuunnnduuw\wun|¢|¢»n¢»»/u.ao¢un||»- s1n1Tasosas4-aeuo||mmwu u.wm

A m e r i c a n  S t a t W a t e r  p o s t e d  l m

: h u m

s h o u l d  b e  t r e d  a assoc iated wi th these
.  L a s t  y e a r ' s - q u a r t e r  u a n s a c u n n s

f i gures wer e re l a t i ve l y T h e
December'-pexdnd cuun s h l r e s a r e  n u t t o o l n t r l g u l n g a t

P l u s .  »J ? Z 5 3 ' 3 »=  w e  l i n e  i s j u n c t u r e .  S h a r e - p r i c e  m o m e n t u m
l | k e l y t o c u n t i n u e b d n g t l ' \ e b e l ' | e  d a . z u : ' f t l p e r e d o f f l n  t h e m n n t h s f o l l o w l n g
fav or ab l e  gener a l  r a te  c as e  r u l e Dur  Octnher  rev iew
t h e  C a l i f o r n i a  P u b l i c c om i ng  s i x  t o

em ugenee
r ec en t  r ec es dnu  oondnues  t o  ga i n  s t eam  and  i n -

v enus  r ega i n  c onhdem ne and tak e  a  m or e
l onger - tenn  p i c tu r e

iS W i th
share-

i ssue ' s  tn-

reasons ,  bot tom - l i ne

w w r h  I n d e e d ,
r e p o r t e d  e a r n i n g s  o f

as revenues advanced 11% .
nm l ng Ce.
rate and share count

expansion al '  the

U t i l i t i e s
Iunl k  to be on the m on t hs

f r  s t r uc t u r es
m ore i nves tm ent .

quar ter ,
t

m a n y  d '  t h e

and  I s  l i k e l y  t o  r em a i n

f r o m

T he
m u c h bu r geon i ng

curhd l n  3-  to  5- year
.  A1th»»¢3-  r l sk -averse inves-

t o m s  m a y  b e  m m e d  b y  t h e
c a m e  c o m p o n e n t  8 3  a  m u c h  a n t l d p a t e d
m o v e  t h e  h o a r d  r e c e n t l y  r a i s e d t h e

b y  4 % $0 a

number of better ardcu-
larly in the utility genre, 8 chumy 28 20/0

- g r ow i ng  i n f r as t r uc tu r e  r equ i r em ents  m en-
p r e s d v e  t h l r d q u a r t e r t inned ahofve. the cash-s tralpped ent i ty  wi l l
t h e  w a t e r  u t i l i t y have to cont i nue to seek  outs i de f i nanc ing.
$0.52 a . w i t h  deb t  and  S hane  o f f e r i ngs  l i k e l y  bee
to a record $101 mi l l i on T h e  h i g h e r  i n t e r e s t
E x p e c t n l t l l l l l l e t
bl t .1lowevel r w1l l  l lml t thebeneBtsof  the

weak . nonregulated bus iness .
a r e  f a r  m o r e  T h u s

form idable. t h i s
has

r e l a t i v e l y  s tagnant  ov er  the
Z i on,  operat i ng expense 12 a s  t h e t h e
r i s e .  a s  e v i d e n c e d t h e  m o s t
double-digi t inaweaae. Dy 0 8 8  l n -

an onl y  @='°*" ,g¢ and aggr es s i v e  s tanc e .
x equ i dng a c h  i n  t h a t n o t bet ter .
v an .  w e  an t i dpam e  t ha t  t he  c om pany  had  H nandng  c os t s
t rouble meet i ng l as t  year ' s  share-net  Nol ta l  ho l der  gai ns
i n  t h e  f o u r t h d e s p i t e  a  h e a l t h y
h i g h t o p - l i n e  a d v a n c e .  F o r

same
for  fu l l - year  2010,  though heal , quar te r l y  d i v i dend t o .26

w l l l l i k pa l e  i n  eom pads nn  t o t he l ev U X s  s ha r e ) , t t  s hou l d  deno t ed  t ha t  t he r e  a r e  a
w l t n i n  2009. i n c o m e  s a u n a ,
T h e  e u m p a l - n y ' s  b a l a n c e  s h e e t  i s  M n
e x a c t l y s e d u c t l v m  l n o u r d e r  t o  m e e t  t h e  A n d r e l  d n s a a n z a

l '\l l1l-I \l  V lul l  -v Il l  l l  nl  \ l1 l  uLwmn " ' | ¢ I

'5.3
ls.1 3»'¥3' Price R333

12s

KG
s o
64

24

i 1111111111 I

-'z-14

Finlldd Shu gth
s°ST£"»'2" §hbll1\Y n
Priam Grauliil Petdstsnm
€l'1\1ng\ p=~41mblvw

B4+
BO
70

s a w s
I

I

|

i
I
l
|

:

r

i
!

(A) Fran Ry . Exdud . Dividends Wdnriwlypaid' Mal dl.
g/(l°;¢;);'g4_ i¢: '05, .w¢am» é.»m Damm. dluln-
¢).Nem¢eamingsrwnddlebteF&nnly. vBWllel\I" avlllhl!.

Maynotadd dueno lomdn9 (0)1nM ,adju9ed for spllL
o 0.vlhleLi¢ m u mmeu.r¢lmu»ln»am=allsmnileunnm hdnWlnlse illlle B . wamnuunanues uf Una.
n4?=lln\1sl4£Rlsp'no"'8i=o4lsn£'l¥§nun£n1lnasoRousslansHEREnl1ru3~ni¢1uuuss¢1i:uyl¢:r Id

mM.inldnussn1llMhslyplllAd,deGwlltudlElulIn.II fugu1aiilgunlmlwdwuIypri1IuMrdewu¢tl11Hmslnrl.suvlineurpluMaclhmaybmquluduud.

48
w
32



16.79neck
Moe %&"»"#°1.22

12

__ ...,._..__. -13

.8

5

~.

3

2

I
I
I

High
Low

65°
VOL

l\hou=J

1s.97
12.50

18_73
14.69

3

20.04
13.73

l l '

21.23
15.77

l l

21.81
15.85

I

23,47
17.07

_,1I'I

20.50
1s.so

.

2o.24
16.93

| »..»..

19.83
16.58

I

•

•

* gr
4 . . 1

. » ' , +....+
°+ . .+. i *

. 1

navonnnncs 3 MOW'

Tedlicll 3.a~»na»
snmv 3
BETA .90 (1.oo.nladw»\J

FIIil\1°*¢l9\lU1!\l\ B4-

vne-suuw 85

ml»an=~»umnuunu 45

asEll\l\\!ll'mldlllllN
Ia | | 1. l I

. . | I I I I a I I l I I

' pl I .1| I .ll I
I ' l  : l a  |

I :
l u I I I II

o VALUE LINE PUBLISHING, INC. 2000 2001 zone 2004 2005 2006 2007 zoos 2009/2010

sALes pen sn .
"CASH FLOW" PER SH
EARNMGS FEB SH
l)IV»l8 D£CL'D PER SH

5.39
.99
.51
.61

5.87
1.1B
.66
.62

5.98
1.20
.78
.68

8.12
1.15
.61
.es

6.25
1 .28
.78
,as

6.44

`1.83
.71
.G7

6.16
1.83
.82
.88

6.50
1.49
.87
.69

.94 A.e 499° /NA

CAP'L SFENDWG PER SH

BOOKYALUE pan Sn

1.32
6.98

1.25
7.11

1.59

. 7.39

1 .87
7.60

2.54
8.88

2.18
8.60

2.31
9.82

1 .68
10.05.

oounaon SNS oursrs (W-L) 10.11 10.17 10.36 10.48 11.35 11.58 18.17 1a.2s
17.0/NA

8¢;;57guros.

are dorisonsus

earnings
s estimates

and, using the
recon( prices, .

p;5 f§f§0$_

AVG ANN'L PIE BAUO

RELATIVE PIE RATIO
AVG ANWL DN'D YIELD

2 8 ]
1.87

14.2%

24.6
1.26
3.8%

28.5
1 .28
3.7%

30.0
1.71
a.s%

26_4.

1.39
3 .4%

2724
1.45

.̀ 8.5%

22.7
1 .23
3.7%

2116
1,14
8.7%

17_g

sAy;es:(swLL)
OPERATING IIABGW

54.5
32.2%

59.6
47.2%

61.9
47;1%

64.1
44.0'f/»

71.;0
M;4%

7416

144.4%

81 .1
47.4%

86.1
47.0%

g5pgg¢IAn0n (sweLl
NET l'H0FlT'($Nlll-L)

4.9
5.3

5.8
7.0

5.0
7.a .

.55
6.6

6.4
8.4

7.2
8.5

7.8

1o.0

8.2
11.8

menus TAX :we
her vnonr uAnelu

33.1 /o
9 .7%

34.8%
11.7%

33.3%
12.5%

32.8%
10.3%

31.1%
11.9%

27.6%
111 .4%

33.4%
12.4%

32.6%
13.8%

WORIGNG CAP'L (SMILL)

LONG-TERM DEBT (SIMLL)

SIR. EQUITY (SMILL)

d2.7
81.1
74.7

d.9
B8;1
76.4

d9.3
8715
80.6

d18.3
97.4
83.7

d11.8
115.3
99.2

d4.s
128.2
103.6

2.8
180.7
133813

d956

181.6
137.1

RETUHN ON TOTAL CAP'L
RETURN ON SIR. EQUITY

4.9%
7.1%

5.6%
9.1%

G.0%
9.6%

5.0%
7.9%

5.1%
5.5%

5.0%
8.2%

5.1%
7.5%

5.6%
8.6%

RETAINED TO OOM ea
Au. was to her proF

NMF
121% .

»av»
94%

1 .3%

8 7 %

NMF
106%

.9%.

90%

.5%
94%

1.2%
84%

1 .B%

7 9 %

~T".T1. : " . >Il¢ L* . a
ham. est. fnlasr 12 days: yip, 0down,donsem:s 5-yeareamings grows 8.0%peryean °s»»euupw=2al;¢g:yss'e».=1vr:»a1es. Bssed upon2analysls' estimanea

. . . . . ~ ~ . ~  n v v 4 w v . . ;

zoos .881/00
1.5

12.5
1.3

.9

18.2

2007
2.0

12.8
1.2
1.4

17.4

5.8
12;s

1.3
1 2

20.9

Assets l8ulw l)

Cash ASSBlS
Receivables .
IIlV¢l*° 'Y (Avgmst)
Other
Cuban Asses

.& Equip, at ccsl

345.2
35.4

398.8

890.5
84.7

seas
41.4

892.7

376.8
59.7

317.1
32.3

370.3

P¢0pwy,.plam

An wm o¢pt°gimiod
N61 Property
Other

Té» 1al llssek

4.5
11.8
12.9

`29.2

. 5.5
2.5

1011

1B.1

LIABIUITES10011-1
. Aocls,Payahle
Debt Due
Other

Cunelxt Limb

6.5
9.0

11.5

27.0

LONG-TERMDEBT AND sown
as of am/00 ,

Due in 5 Yrs. NATeal Debt $t48.2 mill.
LI mm $1.31 .4 mill.
Im:lu» ¢8ng Cap. Leases NA

(49% at Cap'l)
Leases, uncapaalmlg Annual renlalls NA

Pensldfl Liability $1s.a in '07 vs. 516.4 min. in '06

pla Stuck $4.0 mil. pla 01v'<1 Paid $2 mill_
11% of Capl)

(50% d now)
Comfnqn Stock 13,282,000 shares

purinpmng services to the

BUSINESS: Middlesex Water Company engages in the
anti operwationOf regulated water utility systans

in New Josey and Delaware, as well as a regulated
wastewater utility in'Ncw Jersey. It offers contract opera-
tions a service lion Maintenance program

'tlwouglf its nimtegulated subsidiary, Utility Service Affili-
ales, Inc. 'l'lpé.eornpany's. ware utility system treats, stores,
rand disncibutes wam- for residential, commercial, industrial,
and tire prevention purposes. Under a special contract, it
also provides water treatment and
Township of East Brunswick. Middlesex Watel"s other New
Jertseey bsidiaries offer water and wastewater servicesto
residents in SouthamptOn Township. 'l̀ hc companys Dela-.
ware subddiari¢s,'l'idewater Utilities, Inc., Souther Shores
Water Company, LLB, and 'Tidewater Enviromnental Ser-
vices, Jnc., offer water services to retail customers in New
Castle, Sussex counties. In July, the company.was
added tO the Russell 3000. Index .̀"'Has 254 employees.
Chairman: TOmpkins. Inc.: NJ. Address: 1500

1z.°;ta,.1zo..8ox 1500, Roselin, NJ 08830. TeL_:-(732)
634-15005 INternet: .http://www.middlesexwater.com. DJ:

July 25, 2008

TOTAL SHAREHQLDER gETljl§n

. e m o s.SMOG.

-10.82%

DMdends plus applecialion as of 8/30/2008

1 Yr. a Yrs. 5 Yrs.

-1o,4o% -5.67°/ 5 .72%-7.B0%

A u n u N m M

old1angle(pérshare)
$83188

Earnings,

1 Yr.

s .5%
12.0%

6.0%

1.5%
2.5%

5 Yrs.
2.0%
4.0%
5.0%
2 0 %
6.0%Back Value

Fhcd!
Year

OuAn'rsnLv sALes (swan)
l a to to to

Fun
a m

12/31/06
12/31/07
12/81/08
12/31/09

19.3
21.2

22,6
24,1

21.0
21.8

182.
18,0
20.9

a1.1
85.1

eAntilt4Gs PER SHARE
10 2 0 to go..

run
Year

1241795
12Aw09
12/31/07
12/31/08
12/31/09

.12
.15
.̀13
.fs

.17

.14

.19

.19

.16
.25
.24
.28

.26

.pa

.81

.84

.71

.82

.87 .

ba!-
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QUARTERLY DavlnsunsPAID
lo. to to pa

n m
Year

2005
2006
2007
2008

.168
.17
,173

.17
.173
.175

use
.17
173

.175

.168
.17
.173
.175

,av
.88
.69

I
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PERFORMANCE 3 Average

Technical 3 Average

Above
AverageSAF E TY 2

BETA .85 (1 .00 : mama)

Financial Strength B++

Price Stabiii iy 90

Price Growth Persistence 40

Earnings preuicxabmiy 8 0

'2 a . s o
1 7 . 0 0

31 .09
2o.as

30.41
24.00

29.76
23.83

2a.17
21.91

27.71
20.29

25.61
22.40

25 . 71 .
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© \AL UE L INE PUBL ISHING,  INC. 2 0 0 0 2001 2002 2003 2 0 0 4 2 0 0 5

SALES PER SH

"CASH FLOW" PER SH
E A R N I N G $P E R  S H
DiV'DS DECL'D PER SH

s . 7 o
1 .78

1 .09
. 7 9

5.93
1.78
1.13
.to

5.77
1.78
1.12
.81

5.91
1.89
1.15
.83

6 . 0 4
1 . 91
1 . 1 6

. 8 4

5 . 8 1
1 . 6 2

. 8 8

. 8 5

CAP'L  SPENDING PER SH
B OOK  VALU E  P E R S H

1.43
8.92

1 .86
9.25

1 . 9 8
. 1o . o 6

1.49
10.48

1 . 5 8
1 0 . 9 4

1 . 9 6
1 1 . 5 2

7.28 7.85 7.94 7.97 8 . 0 4 8,17
AVG ANN'L PIE RATIO
RELATIVE PIE RATIO

AVG ANN'L  mv 'o  Y IELD

1 8 . 2
1 . 1 8
4 . 0 %

21.s
1.10
3.3%

24.3
1.83
3.0%

23.5
1.34

. 3.0%

22.9
1.21
8.1%

28.6
1.51
3.4%

SAL E S( $ M I L L )
OP E RATI NG MARGIN

41.5
4a,8%

45.4
56.1%

45.8
5 7 1 %

41.1
52.1%

48_5
51.0%

47.5
48.3%

DEBFIECWATION (swLI.l

NET PROFIT (SMILL)

4.7
a n

.  5;0
8 . 7

5.4
8.8

5,9
9.2

s o
9.4

5.1
7.2

;N( ;0ME TAX RATE

NET .PROFIT MARGIN

35.7%
19.2%

364%
19.1%

3 3 . 8 %
1 9 . 2 %

17.9%
19.5%

22.9%
J9.4% 15.1%

womans CAPL (smaLL)
LONG-TERM DEBT (SMILL)
SHE. EQUITY (SMILL)

-.3
64.7
65.7

d8.3
64.0
71.6

d 5 . 1
5 4 . B

8 0 . 7

d3.9
64.B
84.2

d.7
$6.4
88.7

18.0
77.4
94.9

RETURN ON TOTAL CAP'L
RETURN ON SHE.  EQUITV

7.6%
12.1%

7.9%
12.1%

7.4%
10.9%

7.5%
10,9%

7 , 0 %
1 1 0 . 6 %

5.0%
7.5%

4.9%
6.9%

5 . 5 %

8 . 7 %

RETAINED TO COM EO
ALL DW'DS TO NgT PROF

8.2%
74%

3.8%
71%

.3.  1%

7 2 %

.a.2%
71%

8.1%
71%

.8%
95%

NMF
105%

1 . 6%

8 2 %

I
2007 .2008

7.05
1.90
1.05
.87

1.20 A,B

2 . 2 4

1 1 . 9 5

838
23.0

1.22
3.6%

20,9

59.0
4o,a'v.
2.2
8.8

32.4%
14.9%

8 . 1

9 2 . 3

1 0 0 . 9

1 I

"no al analysts changing Sam. est. in last 12 days 0 up. 0 down, wnsensus 5~year earnings gwwlh not avallqble. "Based ww"2 analysts' esWmates °8ased upon analysts' esuinalea~.

B U S I N E S S : C o n n e c t i c U t  W a te r  S e r v i c e ,  I n c .  p r i m a r i l y
o p e r a t e s  a s  l a  w a t e r  u t i l i t y  c o m p a n y  i n  C o n n e c t i c u t . .  I t
o p e r a te s  th r o u g h  th r e e  se g m e n ts :  W a te r  A c t i v i t i e s ,  R e a l
Esta te  TransaCtions, and  Serv ices and  Ren ta ls .  The  Wate r
A c t i v i t i e s  s e g m e n t  s u p p l i e s  p u b l i c  d r i n k i n g  w a te r  t o j . i t s
customers.~The Read Estate=Trahsactions segment engages
i n  th e  sa le  o f  i t s  l im i te d  e xce ss  r e a l  e s ta te  h o ld i n g s ;  Th e ;
Services and Renta ls segment provides Contracted services
to water and wastewater uti l i t ies and other cl ients, as wel l  as
l e a s e s  c e r t a i n  o f  i t s  p r o p e r t i e s  t o  M i d  p a r t i e s .  T h i s s e g -
me n t ' s  se r v i ce s  i n c l u d e  co n t r a c t  o p e r a t i o n s  o f  wa te r  a r i d
wastewater  faci l i t ies; L inebacker , i ts  service  l ine  p ro tect ion
p lan  fo r  pub l i c  d r i nk ing  wa te r  cus tomers ;  and  p rov i s ion  o f
bu lk  de l i ve r ies  o f  emergency d r ink ing  wa te r  to  bus inesses
and  res idences v ia  tanke r  t ruck.  In  Ju ly ,  the  company was
a d d e d  t o  t h e  R u s s e l l  3 0 0 0 I n d e x .  I - l a s , 2 0 6  e m p l o y e e s .
Cha i rman, C.E .O. g t P residen t:  E r ic W. Thornburg . Inc.:  CT.
A d d r e ss :  9 3  W e s t  M a i n  S t r e e t ,  C l i n to n , .C T .  0 6 4 1 3 .  T e l . :
(860 )  669 -8630 .  In te rne t :  h t tp : / /www.ctwa te r .com.

D.T

Ju l y  2 5 , 2 0 0 8

T OT A L  S H A R E H OL D E R  R E T U R N

s Mos.a Mos.

Dividends plus appreclplion as of 6/30/2008

1 Yr. a Yrs. 5 Yrs.

A N N U A L  n A r £s

1 Y r ;
24 . 0%
25. 0%
29. 5%

2. 0%
3.0%

5 Yrs.
1.5%

-1.07
-4.0%
1.5%

'4;5%"

.  al  change (pal  share)
, Sa les
"C ash Fld¢I"
E amings
Dividends
BOOK V3\U€

Fiscal
Y¢a\"

QUARTERLY sAI.as ($miI I . ) .
SQ 3 2 0 . t o K G

Fun
Year

t 2 / 31/ 05
12f81/U7
12131108
12/31/09

s
11.7

14:4°

138

17.0

11.4

14.4

10.5

13.2

13.5

469.
590

Fiscal
Year

e A R N I N GS P E R  S H A R E
l a g o 3 0 SQ

Final

Year

12'/31/05
12/31/05
12/31/07
12/31/08
12/31/09

v

41

45

.45

.50

. 08
08'

19
. 2 3

15

;.12

.22 I

.27

.24

.21

.18

.20

. 88

.81 .
1 . 05

Cal-
ender

OUAHTENLV DMDENDSPAID
l o 20 Sc 40

Full
Year

2005
200s
2 0 0 7
2008

..213
.215
.218

.213

.215

.21B

. 21
.213
.215
.218

.21
.213
. 215
2 1 8

.85

. 88

.87

»

¢ 32 . 2 .
19.54

3/31/08*55F'5(${lI!l-)
Cld\Asseh°
Bloeivlaleli . -
lrnluw9¢yl{\vu° ° ° l)..
0U1er. .

2006
`1.4
9. 5

. 9
2.4

14.2

2007
8 . 6

11.1
1.0
2. 3

23. 0

.2
9 . 9
1.0

12.6

23. 7i

370.5
102.4
268.1

82.9

3 1 5 2

392. 5
108.2
284. 3
.5355

" " ' £ " " .  p l a n
.ESIUiP-990091

TGMAUBIB 360. 8

290.g.
54. 2

368.8

LIABILITIES lsmsil. )
Accts P éyabla
Deal  Due
O t he r

Cur rent  [ j ab

6. 0
5_3
1,7

18.0

6. 0
6. 5
2.4

14.9

4.8
12.7
2. 1

19.6

Lowa-Tshu DEBT AND EQUIW
as ofM I M '

Total Debt $105.0 mill.
LT Debt $92.3 rNill~
Including C ap.  Leases N A

. - . (CB% of cap'I)
Leases, Uncapilalizad Annual rentals NA

Pension Liability None in '01 vs. none in'06

Due in s Y rs. NA

p m S I R  i s  m o l . PWDiV'd Paw NMF

Common Slack8,410,911 shares
i t  B u y
to Sell

I lj ld°s[000) . ..

INSTITUTIONAL nec lsqons
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. 2 0 4 0

20
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1Q'08
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7

2133
(52% of Cap'l)

-4.52% -3.28% -4.69% -0.32% 3.84%
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sAL£s PER Sn
"CASH FLOW" PER SH

EAHNINGSPER SH
DIV'l7S DECL'D PER SH

CAP'L SPENDING PER SH
BOOK VALUE PER so

AVG MNN'LP/E RATIO
RELATIVE PIE RATIO

AYG ANN'L DIV'D YIELD
sAmEs(smLL).

OPERATING MARGIN
DEPRECIATION (SIMLL)
nswaonr (SlIULL)
moue TAX RWTE
NETPROFIT IIARGIN
WORKING CAP'L (SMILL)

LONG»TERM DEBT <swLL)
sun. eoulTv (su\LL)

20.88
15.83

15.07
12.67

14.95
12.57

19.64
14.60

27.80
16.07

45.33
21.16
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6.74
1 .23
.sa
.41
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7.45
1.49

.43
1.a9
7.90

2.sa
8.17

18.27 18.27
83.1

2.15
2.1%

18.5
.95

8.0%
128.2
8 . 2 %

1as.1
'B4.4%

11.9
10.7

18.2
14.0

41 ;o%

8 . 7 %
144.5%
1o.:-ns

d11.4
90.0

144.s

d3.8

110.0
149.4

41 it

7.97
1.55
.78
.48

2.08
8.40

11.27
17.8

.94
3.4%

145.1
83.7%
14.0
14.2
40.4%
98%

d4.9
110.0
153.5

zoos

a.20
. 1.75

.91

.49
3.41

9.11
18.27

15.4
.as

3.5%
149.7
58.0%
15.2
18.7
88.2%
11.2%
12.0

1ss.e

1es.4

I I |

:au
9.14
1.89
.87
.51

2.31

10.11
'18.27
19.8
1.04
3.0%

1es.9
58.4%
18.5
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42.1%
9.8%

13.0
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184.7
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.zoos

9.as
2.21
1.12
.so
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10.72
18.27

19.1
1.04
2.4%

1ao.1
55.9%
19.7
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195.9

I I I I I I
2000 2007
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1.19
.51
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3.87

12.4a
6.62

12.90
18.28 .1a.as

2a.s
1.27
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57.0%

208.8
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'm the puudlotioN, plnrchane. storage. puriiicallon. dietrlliu-
lien,l|lI|letailaakoflmer.Th|=¢0lII|Jlny0H'e|'8 nullillegu-
lated nev-lelmd mvieel, including water system open-

SJW alsoowna \II\¢l¢V°l°ll°4 land; 1.70% limited penna-
abipinmeu-° m444w¢ ¢ suu=\c|u» suw.x,n;=» na
qaemee eonnnneuial buildingajn Alilllll. Caliliumia, Con-
necdat,Flclida,'lhmeslee,and'lt:ras.AsofDeeelnber-31.
2007. SJW provided wane: sqviee to approximately.
225.000 euuineetions die! served a population d appmxi-
manly one million peek in the San .lose area. In July.
DavidA.Gleenwalnameddiidfnamdalofnoer. Has 164
employees. Giainunan: Glades J. Tbenidzoaxer. Inc.: CA.
Addeae: 374 W. Said Clara Shea. San Joke.. CA 95l'I3.
Tel.: (408)279-7860. lnlexna: Imp:/lwww.sjwa»la.eom.
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Debt Due

Current Limb
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9.3
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6.7
10.7
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34.2

LquewSnm bear Atao eourrv
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TotalDebt $227.9 mill.
LT DUN $217.2 mill.
lnqudlng cap. Leases NA

Due Inc Yrs. NA

. (48% of Cap'I)
Leases,UncapitalizedAnnual remelt NA

pehsaanuabnny $234 mill, iN '07 vs. s2s.a man, iN '06

pmStuck None pm Dlv'dPaid None
TOTALSHAREHOLDER RETURN

CommonStock 18,382226 shares 3 Mos. 6 Mos.

Dfvl4a1dsplus appre¢:8zti*6n as of 6/30/2005
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Energas as a separate subsidiary
tributes the outsiaiding shares of
to Picnea shardlolders.

Ammos Energys history Oates bade to
1906 in the Text Panhandle. Over the
years, thruugr various merges, it became
part d Pioneer Corporation, and, 'm 1981,
Pioneer named its gas dlsiribulion division

In 1988, Pioneer organized
and dis-
Enelgas

Energas dinged
ilsnametoA1mosin 1988.At|nosacqu|red
Trans Louisiana Gas in 1986, Webern Ken»
" 5 3 Gas unmy in 1987. Greeley Gas in
1 , United Cities Ga in 1997, and others.
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Our pres-
entation will include those amounts upon

Afros Energy should generate have also been filed in Georgia ($3.8 mil-
healthy results in Fiscal 2010, which be- (SL7 million),
Gan on October let.

gut, pickup
om residential. commercial.

service territory are a
Meanwhile, margins nr the

storage

of count_ry's bi9est natural gas-only
distributors, curer y sewing more than
duke million customers across 12 states.
What is more, the unregulated segments,

possess healthy over-
factors ought to en-

lated transmission and storage operation

rejections conservative.
s  good -qua l i t y  s t oc k  o f f e r s  a  genes

A u s  a m o u n t  o f  c u r r e n t  d i v i d e n d

coverage should remain adequate.
Total

lion) and Virginia
The natural gas utility

stands to benefit from a rise in through- approval.
reflecting a in consumption Steady, though unspectacular, earn-

and industrl- ings growth seems li.ke_R" for the com-
al customers (assuming a better economic p='=d3' out to zo1z-zo14. e utility is one
environment). Weather-normalized rates e
across much of the
big plus.
pipeline and segment may be

outed by gains from the settlement of H- espedatlly pipelines.
nan-a1 positions associated with storage all prospects. These
and tea in activities. Finally, the regu- able annual share-net gains to be in the

mid-single-digg: range over the 3- to 5-year
should enjoy higher transportation fees on horizon. It s auld be noted that fixture
through-system deliveries, lfmarket oondi- business combinations could render our
sons are generally favorable.
W e  b e l i e v e  t h a t  c o n s o l i d a t e d  s h a r e
net will increase more than 10%, to in-
$2.20, this listed year. Assuming addi- come. Further increases in the payout,
tonal expansion in ozgerating margins, the though moderate, seem likely. Earnings
bottom line may Rea $2.30 a share

return possibilities are decent,
on a risk-adjusted basis. Meanwhile.
these shares are ranked 3 (Average) for
Timeliness.
Frederick L. Harris, III December II,2099

in fis-
cad 2011.
There are several rate cases pending.
One of them is in Kentucky, where the
company is seeking an increase in annual
operating income of $9.5 million. Requests
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er expenses and the
greater capital expenditures as reasons for
the request. It has proposed
energy-effidency used on a

quarter.
business pension,

p34111 and benefits
costs. This was paxton y offset by higher

marketers

and an increase in depredation at Colden
Locking forward,

tom line may well inch higher for full-year
2009,
quarter.
Chattanooga Gas Company has Bled a

rate case with the Tennessee Regt

AGL Resources reported lower reve- operating need for
hues and share earnings for the third

The nauxral gas distribution also an
emcpedenced higher program,

depredation, and proven rate design model known as
decoupling. This would help customers

fees charged to and greater save money promoting conservation and
pipeline replacement revenues at Atlanta energy eflidenqr.
Gas Light. Meanwhile, the company's The company has completed its Mag-
retail energy and wholesale services Rolla Pkaeline Project. This pipeline
businesses posted modest operating losses connects GL's Georgia service territory to
for the period. Elsewhere, energy invest- liquefied natural gas (IN) imports arriv-
ments contributed operating mniings of in at the Elba Island terminal near
$3 million, flat with the prior-year period. Savannah. The project should position
An increase in revenue at AG Networks AGL to meet ligature increases In natural
was offset 3 higher outside services ex- demand when die economy recovers.
senses at .I person Island Storage 81 Hub Ase shares are ranked to lag the

broader market for the coming six to
Triangle Storage. we an- 12 months. However, the stock may inter-
tidpate an un adorable comparison for the est patient, welcome-oriented investors.
fourth quarter, as well. Even so. the bot- This Issue offers worthwhile risk-adjusted

total return potential, Considering its
thanks to strong results in the Best healthy dividend yield. Growth in the pay-

out is likely to rise in conjunction with
earnings, too. Moreover, AGL earns supe-

- riot scores for Safety Price Stability, and
oratory Authority The company is seek- Earnings Predictability.
in an increase o $2.6 million,citing high- AtHchael Napoli, CPA December 11, 2009
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These investigators computed geometric and arithmetic mean rates of return and computed
nine series derived from the basic series. Four of these series were net returns reflecting differ-
ent premiums: (1) a risk premium, which l&s defined as the difference in the rate of return that
investors receive from investing in large-company common stocks rather than in risk-free
U.S. Treasury bills, (2) a small-stock premium, which they defined as the return on small-
capitalization stocks minus the return on large-company stocks, (3) a horizon premium, which
they defined as the difference in the rate of return received from investing in long-term govern-
ment bonds rather than short-terrn U.S. Treasury bills, and (4) a default premium, which they
defined as the difference between the rates of return on long-term risky corporate bonds and
long-term risk-free government bonds. I&S also computed the real inflation-adjusted rates of
return for the six major classes of assets (not including inflation).

A summary of the rates of return, risk premiums, and standard deviations for the basic and
derived series appears in Exhibit 3.11. As discussed in Chapter 1, the geometric means of the
rates of return are always lower than the arithmetic means of the rates of return, and the differ
ency between these two mean values increases with the standard deviation of returns.

During the period from 1926 to 2001, large-company common stocks returned 10.7 percent
a year, compounded annually. To compare this to other investments, the results show that com-
mon stock experienced a risk premium of 6.6 percent and inflation-adjusted real returns of
7.4 percent per year. In contrast to all common stocks, the small-capitalization stocks (which are
represented by the smallest 20 percent of stocks listed on the NYSE measuredby market value)
experienced a geometric mean return of 12.5 percent, which was a premium compared to all
common stocks of 1.6 percent.

BASIC AND DERIVED SERIES." HISTORICAL HIGHLIGHTS (1926-200 I)

HISTORICAL RISK-RETURNS ON ALTERNATIVE INVESTMENTS 91

Amu' G Cr HR c

MEAN RATE OF RETURN

10.7%

12.5

A IHMEH M I:

J ANNLAL R r Re:

12.7%

17.3

STANDARU DEV ATION

JF ANNUAL RETURNS

20.2%

33.2

f

19.9

18.4

13.3

20.2

32.1

-~4¥§*0WUP81W stocks

':.tip-vapitalizalinn stocks

;-term corporate bonds

r ;-:arm government bonds

:-'mediate-term government bonds

Treasury bills

' nana price index

risk premium

£1-stock premium

. r'wnttpremium

Fyizon premium

kg:-company stock-inflation adjusted

,»'.za.?1-capitalization stock-inflation adjusted

-wa.;-tenn corporate bonds-inflation adjusted

--;-tern government bonds-inflation adjusted

radiate-term government bonds--inflation adjusted

. Treasury bills--inflation adjusted

10.5

Szvcks, B onds ,  B i l l s ,  and  In f l a t i on "  2002  Y ear book ,  © Ibbot son Assoc ia t es ,  Inc .  Based  on copyr ig h t ed w o r k s  b y Ibbo t s on  and  S inq ueE e ld .  A l l

s a w e d . U s e d  w i t h  p e r m is s i o n .



g 8° 8
Xl of "'.

' F
n o p' 1-

Q Q
=»@QI';

a~<
GL

6

\°.¢1
ea3

ll ll IIll ll ll

WN

Q38
x xx+ +

nd;
ID

o
9
o

o°" ea
"°*cs

8, E 3
as "' o
Q -0-1
> W

< _:'c
w
xin
5
3o
c
cu
.E
LL

+  +  +

§l'§»
<fi4-

o

' u919

vo ._c  r

2%
vo8

'828Lump
u._§=

Q83
$1_l.11_

goo
<»"6

8:3"a»
w¢u50>
5* - as
8<.>E<

-m E
Q':
2 r:._ : >
I o <

"E Ia
E E 4 l
E  8 3
Q E ;
D - 2 5
.zD.m
89'
a>'r° .
W-E

2 3 4 4 *3 o

s E T
D. w a:
<
o

" Q%

1

Ur

<?
E
o

.Q
'U
GJ
u
cm

E

§

c
.9
S
_o(5
O
78
r . :Q.m
O
o

GJen*
Q

3s

WG)
(U

*.;',6...
g m
>.>~.3CJ'&'H
e a ;
E W ;

m o
E T

Tu(/J
c c
MLL
. :an
E
<

o ,_ 0
g ti! Q

E
m

3
o

Q

g

38
8%
2?

g
£8

.3

E
a

(5
g
.5
<

8

ga
8
8
3

8.
4>

3

E
_g
'g
E
a

8
8E
2Een.
sE
39cao

<'mogr)
o
é
d
z
m
oo
D

g  g
g
g  :
z 3 3:
8  8  a  8

s
4

£ 3
8
E
_g

38
EE

53
E :
a s
.53
55
E E

23% i
* 8 5 8 8

5I s E.-
7 a> |-
Ill IB s



Direct Testimony of Juan C. Manrique
Docket Nos. W-01303A-09-0343 et al
Page 36 IN

What is the risk free rate? §
The risk he rate is the rate of return of an investment with zero risk.)

J

Q- What does Staff use as surrogates to represent estimations of the risk-free rates of

interest in its historical and current market risk premium CAPM methods?

A. Staff uses separate parameters as surrogates for the estimations of the risk-tree rates of

interest for the historical market risk premium CAPM cost of equity estimation and the

current market risk premium CAPM cost of equity estimation. Staff uses the average of

three (five-, seven-, and ten-year) intermediate-term U.S. Treasury securities' spot rates in

its historical market risk premium CAPM cost of equity estimation, and the 30-year U.S.

Treasury bond spot rate in its current market risk premium CAPM cost of equity
|

estimation. Rates on U.S. Treasuries are largely verifiable and readily available.

What does beta measure?

Beta measures the volatility, or systematic risk, of a security relative to the market. Since

systematic risk cannot be diversified away, it is the only risk that is relevant when

estimating a security's required return. Using a baseline market beta of 1.0, a security

with a beta less than 1.0 will be less volatile than the market. A security with a beta

greater than 1.0 will be more volatile than the market.

Q~ How did Staff estimate Arizona-American's beta?

1 Q.

2- A.

3

4

5

6

7

8

9

10

11

12

13

14 - Q.

15 A.

16

17

18

19

20

21

22

23

24

25

26

A. StaiT used die average ofthe Value Line betas for the sample water utilities as a proxy for

Arizona-American's beta. Schedule JCM-7 shows the Value Line betas for each of the

sample water utilities. The 0.80 average beta for the sample water utilities is Staffs

estimated beta for Arizona~American. A security with a 0.80 beta has less volatility than

the market. '



1

Direct Testimony of William A. Rigsby
Arizona-American Water Comparty
Docket No. W-01303A-09-0343 & Docket No. SW-01303A-09-0343

1 foregone. This is often described as maturity or interest rate risk and it

2 can affect an investor adversely if market rates increase before the

3 instrument matures (a rise in interest rates would decrease the value of

4 the debt instrument). As discussed earlier in the DCF potion of my

5 testimony, this compensation translates into higher rates of returns to the

6 investor.

7

8 Q. What security did you use for a risk-free rate of return in your CAPM

g

10

11

12

13

analysis?

I used an eight-week average of the yields on a 5-year U.S. Treasury

instrument which were published in Value Line's Selection and Opinion

publication from December 12, 2009 through February 5, 2010.

(Attachment E). This resulted in a risk-free (ff) rate of return of 2.43

14 percent.

15

16 Q.

17

18

19

20

21

22

23

Why did you use the yield on a 5-year year U.S. Treasury instrument as

opposed to a short-tem T-Bill?

While a shorter term instrument, such as a 91-day T-Bill, presents the

lowest possible total risk to an investor, a good argument can be made

that the yield on an instrument that matches the investment period of the

asset being analyzed in the CAPM model should be used as the risk-free

rate of return. Since utilities in Arizona generally file for rates every three

to five years, the yield on a 5-year U.S. Treasury instrument closely

A.

A.

34
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Selected Yields

Recent
(4/07/10)

3 Months
Ago

(1/06/10)

Year
Ago

(4/08/09)
Recent

(4/07/10)

3 Months
Ago

(1/06/10)

Year
Ago

(4/08/09)

TAXABLE

0.75
0.0D~0.25

3.25
0.18
0.30

0.50
0.00-0.25

3.25
0.14
0.25

0.50
0.00-0.25

3.25
0.33
1 .14

2.66
1 .96
2.25
2.76

3.70
2.72
2.81
3.24

3.40
2.79
2.79
3.15

0.25
0.44
1 .99

0.29
0.54
2.02

0.83
1 .04
2.05

5.24
5.76
5.91
6.35

5,60
5.83
5.86
6.50

7.85
6.27
6.20
7.63

3.63
3.12
1 .41
4.06

3,62
3.38
1 .34
4.05

2.90
3.21
1 .46
3.35

Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/p1 )
3-month LIBOR
Bank CDs
6-month
1 -year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protecled)
30-year
30-year Zero

0.16
0.23
0.45
2.60
3_85
1 .so
4.74
5.00

0.05
0.14
0.36
2.59
3.82
1 .37
4.69
4.88

0.18
0.37
0.5B
1.83
2.86
1 .53
3.67
3.67

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-year)
Canada
Germany
Japan
United Kingdom
Preferred Studcs
Uti l i ty A
Financial A
Financial Adjustable A

6.00
6.63
5.48

5.94
6.BO
5.48

6.35
7.80
5.48

TAX-EXEMPT

4.25
4.95

4.95
5,75

0.28
1 .25
1 .58
2.79
3.29
4.20
4.47
5.41

0.47
1.20
2.03
3.45
3 2 0
4.75
4.77
6.25

Bond Buyer Indexes
20-Bond index (GOs) 4.44
25-Bond Index (Revs) 4.94
General Obligation Bonds (Gos)
1-year Aaa 0.38
wear A 1.18
5-year Ala 1.86
5-year A 2.81
104/ear Aaa 3.31
10-year A 4.29
25/30-year Aaa 4.46
25/30-year A 5.51
Revenue Bonds (Ream) (25/30-Yer)
Education AA 4.78
E\eclric AA 4.79
Housing AA 5.73
Hospital AA 5.19
Toll Road Aaa 4.78

4.83
4.74
5.76
5.04
4.80

6.30
6.40
6.70
6.65
6.45

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

Recent Levels

3/10/10
1163154
101275

1061879

3/24/10
1103635

88326
1015309

Change
-59519
-12949
-46570

Average levels Over the last...

12 Wks. 26 Wks. 52 Wks.
1100918 1055784 925591
124739 1 B4163 314469
976179 871620 611121

M1 (Currency+demand deposits)
M2 (MI +savings+smaII time deposits)

. MONEY SUPPLY
(One-Week Period; in Billions, SeasonallyAdjusted)

Recent Levels

3/15/10
1708.2
8490.1

3/22/10
1716.1
8480.1

Change
7.9

-Io_o

Gfowih Rates Over the
3 Mos. 6 Mos. 12 Mos.
4.9% 7.3% 9.9%

-2.4% 0.4% 0.9%

92018,\l%iulli11aP\1hlislil\g.ll\c.Allri¢l!slasanudFadllBlmaisafaiisuhlailwedhumsnulnesheievadiobereflahwleandkpwuvidedwii\u1llwal1anliesda.1'lyl6rud.11'EPUBI.ISHER
rsnoTnEsFons1al£FonAvwennonsonomlsslowsuenmnssp»»ai¢=nl¢ns¢mi»:1y¢a=l1bs»:ihwsuw»»nu1-oonuwdd,ivwsmaaus¢.mpanunm=»,b¢1q=mm¢m.
Insult. stored nr transmilind in any plimad, elsclronin nr other form, Ar used lot generating Ar marketing any printer or eMct1vn\ic publicaliun, saline Ur prnduni.

i



Surrebuttal Testimony of William A. Rigsby
Arizona-American Water Com party '
Docket No. W-01303A-09-0343 & Docket No. SW-01303A-09~0343

1

2

3 A.

4

5

6

7

8

g

10

Can you provide an example to illustrate the differences between the two

averages?

Yes. The following example may help. Suppose you invest $100 and

realize a 20.o percent return over the course of a year. So at the end of

year 1, your original $100 investment is now worth $120. Now let's say

that over the course of a second year you are not as fortunate and the

value of your investment falls by 20.0 percent. As a result of this, the

$120 value of your original $100 investment falls to $96. An arithmetic

mean of the return on your investment over the two-year period is zero

percent calculated as follows:

11

12

13

14

( year 1 return + year 2 return )+ number of periods =

(20.0% + -20.0% ) -I' 2 :

(0.0% ) + 2 = 0.0% I
I

I
I

15

16 I
I

17

The arithmetic mean calculated above would lead you to believe that you

didn't gain or lose anything over the two-year investment period and that

18 your original $100 investment is still worth $100. But in reality, your I

19 I
I

I

20

original $100 investment is only worth $96. A geometric mean on the

other hand calculates a compound return of negative 2.02 percent as

21 follows:

22

23 ( year 2 value 4- original value )1lnumber of periods - 1

Ar

Q.

14

I

I

I
I
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Surrebuttal Testimony of William A. Rigsby
\Arizona-American Water Company
Jacket No. w-0t303A-09-0343 & Docket No. SW-01303A-09-0343

1 ( $96 + $100 )1/2 1

2 ( 0.96 )1I2

3 (0.9798)-1

4 -0.0202 =

5

6

7

The geometric mean calculation illustrated above provides a truer picture

of what happened to your original $100 over the two-year investment

8 period .

g

10

11

As can be seen in the preceding example, in a situation where return

variability exists, a geometric mean will always be lower than an arithmetic

mean, which probably explains why utility consultants typically put up a

12 strenuous argument against the use of a geometric mean.

13

14 Can you cite any other .evidence that supports your use of both a

15

16 A.

17

18

19

geometric and an arithmetic mean?

Yes. in the third edition of their book, Valuation: Measurinq and Manaqinq

the Value of Companies, authors Tom Copeland, Tim Koller and Jack

Murrin ("CKM") make the point that, while the arithmetic mean has been

regarded as being more forward-looking in determining market risk

20

21

premiums, a true market risk premium may lie somewhere between the

arithmetic and geometric averages published in Morningstar's SBBI

22 yearbook. E

23

Q.

15
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Given the poor performance of stocks over the past year and the past decade, there has been ample

discussion about the relative performance of stocks versus bonds. Some even argue that investors

should allocate entirely to bonds, not only because bonds are the safer investments, but because they

believe bonds will outperform stocks over the long run. In other words, if bonds can deliver higher returns

with less risk, why bother with stocks?

Hager lbbotson, Ph.D.
Table 1 shows the performance of the S&P 500 and Intermediate-Term and Long-Term Government

Bonds over various time periods. Not only have the average annual stock returns been poor over the last

10 years, but relative to bonds, stock returns look mediocre over the last 20, 30, and even 40 years.Founder and Advlsor.

Ibbctsun Associates,
a Mumingstar Company

Chairman and Chief Investment
Ufiicer,
Zebra Capital

Professor,

Yale School of Management

Table 1: Compound Annualized Total Returns (%) Ending March 2009

S&P 500 IA SBBI Inter-Term

Government Bond

6.24

5.17

5.31

7.39

8.57

8.03

5.40

1 year: Starting April 2008

5 year: Starting April 2004

10 year: Starting April 1999

20 year: Starting April 1989

30 year: Starting April 1979

40 year: Starting April 1989

Jan 1926 - March 2009

-38.09

-4.77

-3.00

7.42

10.30

8.70

9.44

VIA SBBI Long-Term

Government Bond

14.32

7.7g

8.20

9.61

9.93

8.79

5.60

Source: lbbotson

Pang Chen, Ph.D., cFA®

President,
Ibbotson Associates,

a Morningstar Company

By looking at the returns over the last 40 years, the argument that bonds might outperform stocks looks

to be valid. But, one should view this with skepticism. First, note that over the 20-, 30-, and 40-year

periods, stocks actually performed quite well, even if some bond categories did better. Over the very

long term, it is no longer a contest. Chart 1 (oh the next page) gives the results of the capital market

returns over the last 83 years. During this longer period, stocks easily beat bonds.

©2099 lbbmsnn Assoclates, \no All rights resewed Ibbotsun Assucmes, Inc Is a registered rrwestment ddvlsm and wholly owned suhsrdaryof Musmngstar Inc.
The lbbotson name and logo are either trod marks or ervrce marks of Ibbut..on Associates Inc The rnfnmatron compared In thus document ms for 1nfurmatlurul
purposes only and is the proprietary material of Ibbotsor Associates Heproductlon, transcnpuon, Ur other use by any means, in whole or m part, wllhout the poor
women consent of Ibbotson ts pruhrbrted. Derron. expressed are as of the current date; such opinions are subject to change without nonce lbbotsun Associates.
\no. shall not be responsible for anytradrng decnsmns, damages, or other losses resulting from, or related to, the rnfnrmatron, data, .snakyses or upnlonsor their use
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Chart 1: lbbotson SBBI Chart: Stocks, Bonds, Bills and Inflation 1928-2D0B1
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Table 2 looks at a longer history of U.S. stocks. The returns on the stock market have been consistently

high over almost two centuries. The returns over the last 40 years are roughly comparable to the more

distant returns.

Table 2: Annualized Compounded Total Betums %2

1925 1:
January 1925vMan:h 2009

JanualY 1B25-Decanber 2008

Large Company StOcks

7.3
9.4

8.3

Source; Ibbotson

Long-term history provides two major insights:

1. Stocks have outperformed bonds.

2. Stock returns are far more volatile than bond returns, thus more risky. Given the additional

amount of risk, it is not surprising that stocks don't outperform bonds every period-even over

extended periods of time.

'  Past romance is no guarantee dfutureresults.Hypotheticalvalue01$1 investedat thebeginningof 1926. Assumesreinvatmentof

income and no transactioncostsor taxes. This is for illustrativepurposes only and mt indicative of any investment. An investment cannot

be made directly inan index.

2 Stock returnsfrom1825-1925 are from the article authored by Vlhlliam n. Goelzmann, Roger Ibbotson, and LiangPang, "A New

Historical Database for the NYSE 1815 to 1925: Performanceand Predictability," ./ouma/of/9ha/rata/Mantfets December 2000.

OZlll0llll1lllllllHlllil0!.ll!.AIIill\$IBlll\l\1.Ul1l1uullA8lul:itl¢ .ht.illllgiuludilviillnulillluiaurllivllllllyuvllldlllllidllydMlllliiqutllghc.
ThIhhclinnl1lm88ntll190llBlilllllll\1lmll1u0rillvi:el1\!d:sdhh0t1l1nlsn&l88,h¢.TNi\1l1fll\8tiunn\1nl8i!4i\lllsdllclmsllikllillllmdiunul
pawnmumisn»puquiemynnmuliul»f1nuuuanAuudue¢.nen\u4uuhn.uuluaipliul».uau1er~ns.I>vIwn\wu.inwnalwa»p»v.»alnaun1npduf
wdmnen1uamdluluulmn.isn1uliind.GplllunnzqnesaudamndttsonuilMl;sud\alaiiu1\saleali1dwd11nuswillaunadce.ll1huIxunAsandl\u,
l»¢.an=ll\»\nalupul\¢auua»yua¢ilp vitdiuu.dlnugu.orutharluuuslu1lillll1lnn.u1lhwl\Ino.\I»ilum\atiun.Ma.all¢plsorulahlu1lurd11i\ls.

.



1

9
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Source: Ibbotson

Despite the substantial decline in yields over the last 40 years, Chart 2 shows the bulk of the bond

returns come from the income return portion, or yield. On average, the bond income return from coupon

payments was more than 7%. Capital gains caused by the yield decline made up the additional return.

Stocks vs. Bonds in the Future

How likely are stocks to outperform bonds going forward? To try to figure out the future, let us look in more

detail at what happened during the last 40 years.

Chart 2: Historical Returns Decomposition Over the Past 40 Years (April 1969-March 2009)
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Today, yields are much lower. Table 3 presents the current bond yield information. As of the end of the

first quarter of 2009, the Long-Term Government Bond yield was 3.55% and the Intermediate-Term

Government Bond yield was only 1.88%. For bonds to continue to enjoy the same amount of capital gains

over the next 40 years, a rough estimation would put the yield into negative territory, especially for

IntermediateTerm Government Bonds. This is simply impossible, because it implies that investors would

be willing to lend their money to a borrower and pay the borrower an interest rate. Over the last 40

years, bond investors have enjoyed abundant returns because of a high-yield environment followed by a

steady decline in yields.

Table 3: Band Yield %

IA SBBI US LT GonH'l'llTl€l'lt Yield USD

~,,-148341.99
Ihhomun

so 4

July 2009 Page 4

Source:

To analyze which asset class is more likely to outperform going forward, let's take a deeper look at the

historical data and the current market environment. We analyze each component of returns going

forward for stocks and bonds as follows:

Bond returns = current yield + capital gain

Stock return = current yield + earning growth + P/E changes

Hrst, given the current low-yield environment, it would be almost impossible for bonds to generate the

same amount of capital gains as they did in the past. In fact, a reasonable estimate might be that there

will be no more capital gains going for/vard, since yields may be at least as likely to rise as to fall. If

there were no future fall in yields, all of the return would have to come from the coupon return. That

means the total returns for bond investments would likely be between 2 to 3%.

For stocks, the dividend yield in 2008 for the S&P 500 was 1.92%. If stocks produce more than 2% in

capital gains per year on average, they will likely beat bonds. Stocks capital gains can be decomposed

into nominal earnings growth and changes in the P/E ratio'. Historically, U.S. long-term nominal earnings

growth has been r0ugh|y 5%, which is comparable to the nominal GDPgrowth. If we assume the mad<et

valuation level (operating P/E of S8P 500) stays at the same level over the next 40 years, then we would

have an equity return of around 7%. Even if we forecasted a decline in the valuation level, the 10 year

average P/E level would need to fall from just about 20 to below live to get equity returns around 3%.

3 Some would even argue that bond yield would likely increase over time, thus produce capital losses for bonds over time.

' We can decompose stock capital gains into earnings growth and P/E changes. For detailed information on the formula, please refer to

Roger G. lbbotson, and Pens Chen. "Long-Flun Stock Returns; Participating in the Heal Economy." Hhanc/29/Ana/ysts Joumal 59

(January/February 2003), pp. 88-98.

ozuuanuuuunAuuci\es.lll¢Anl¢ulu¢~¢4.\=uuunnAuwi\n.hr.inmga-uiww:-l¢au1mmn» ,wl» ¢alnduyumnnimmnin
msmunuununaulugoanuual\-munmmau-» i\» mm¢nunIsanAnnummmiwumuainnnnnwnaleaimuauuunnunsnrinuunmniunu1
pupaeuuqmimplupmul¢ymamli1» 1l=uuuunAnum» ¢,n¢plu¢lumiun.ualnuipumuau1ernnmWmvlnami\whnl¢ui» \pua.wilmuzuaubf
vlliliunculnamdlhuuulminlutiimd.Uliillllmnlkitedalua¢dUlullll\tl!lt!:aldlqliiulltlulllil:mDd\l|1||lwlt|\\wlnoii¢l.ll|m1lsnnAs\0l:ilB.
lm.M1ImhlupulnlhMmu\Mg lhdlillll.tnlnis,arulharluuullillilllllullmorilhlldhxlhilunlldnn.uhh.allunlllo¢ulIiinusor\1\ai1uu.
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Morningstar Fixed income

Yield to Maturity

10.0 °A

Debt

12.0 %

4.0 %

8.0 *v.

6.0 v .

PrEf€r1ed Convertible

$4-*wa@~,.__

Circle size determined by issue amount

t

page 1 or 1

5i4

z.o °/o

0*0 %
2613 . 2016 2019 2 0 2 2 2 0 2 5 2028 2 0 3 1 20:44 2037 2010

Name Maturity one
Amount

$(Mi1)

c r m n

Qualify Fl'loe Coupon as
C°UD°0 Tyne
(Fixed/FI0a6ng) Callable Rule 144A

v iew m
Maturity 'as

106.8

108.0

6.08

4.79

110.4 6.77

Amer Wtl' Cap 144A 6.593%

Amer Wtr Cap 6.S93%

Amer WU Cap 6.085%

Amer wt Cap 144A 6.085%

F*ennsylvania Amer war 144A 7.8%

F'e4msyIvania Amer we' 144A 7.8%

Amer War Cap 10%

Amer War Cap 8.25%

Amer war Cap 6%

Pennsylvania Amer war 7.08%

10/15/2037

10/15/2037

10/15/2017

10/15/2017

09/01/2026

09/01/2026

12/01/2038

12/01/2038

12/01/2039

11/01/2017

750.0 Middle

750.0 Midge

750.0 Middle

7so.o Maddie

150.0 H5941

150.0 l*i9*\

75.0 Midge

75.0 Meade

60.0 Midge

- . - Middle

109.8

108.0

99.0

6.593 Fixed

6.593 Fixed

6.085 Fixed

6.085 Hied

7.800 Fixed

7.800 Fixed

10,000 Fixed

8,250 Fixed

6.000 Fixed

7.0B0 Fixed

yes

Yes

Ye

Ye

No

NO

VB

v s

YS

Yes

No

n o

V s

Ye

Yes

No

No

No

No

9.05

7.57

6.07
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Percentage
of Capital
Structure

Amount outstanding
as of 12/31/2009

44.55%$177,530,205Long-Term Debt

16.59%Short-Term Debt $66,094,877

61.14%Total Debt $243,625,082

Total Common
Equity $154,855,430 38.86%

100.00%Total Capitalization $398,480,512

c

Direct Testimony of Juan C, Manrique
Docket Nos. W-01303A-09-0343 et al
Page 14

Q.

A.

How does Arizona-American's capital structure compare to capital structures of

publicly traded water utilities?

Schedule JCM-4 shows the capital structures of six publicly traded water companies

("sample water companies") as of June 2009. The average capital structure for the sample

water utilities is comprised of approximately 50.2 percent debt and 49.8 percent equity.

Staff's Capital Structure

Q, What is Staffs recommended capital structure for Arizona-American?

A. Staff recommends a capital structure composed of 61.14 percent debt and 38.86 percent

equity.

Q, Why does Staff's recommended capital structure differ from the Company's

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

A.

proposed capital structure?

Staff used updated information that represents preliminary December 31, 2009, amounts

provided by the Company 'm response to Staff Data Request 13.1. The table below shows

the updated capital structure provided to and adopted by Staff.

17

18
19

ARIZONA AMERICAN WATER COMPANY CAPITAL STRUCTURE

20

21

22
23
24
25
26
27
28
29
30
31
32
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Stephen P. Purr, resident of Anthem, AZ., 2407 W. Hazelhurst Ct., 623-249-7049

Docket No. W-01303A-09-0343 & No. SW-01303A-09-0343

I would like to comment on the financial health of Arizona-American Water's parent company,
American Water Works.

I will attach some supporting documents from American Water Works 2009 Annual Report.

Arizona-American Water's parent has a strong cash flow and relative to their interest
payments, (cash flow/interest payments), it has improved over the past three years. In the year
ending 2007, CF/Int.Pay=1 .67x, improving to 2.0x for the year ending 2009. ( pages, 90 & 91,
2009 Annual Report)

Page 73, of the 2009 Arnuad Report, reports the annual dividend was increased in 2009 by 5% in
the third quarter, a sign of financial confidence in its future.

Page 72, of the 2009 Annual Report, reports on November 20, 2009, Moody's affirmed AWW
Sr. unsecured debt at Baan and the rating outlook is stable. On December 21, 2009, S&P
affirmed AWW Sr. unsecured debt at BBB+ and the rating outlook is stable. Both ratings are
considered Investment Grade or medium risk with three rating level of ratings above and below.
The stable outlook is key; if they felt the company could be harmed by unfavorable rate
decisions then they could and should have noted the outlook is on watch depending on rate cases.

Page 73, of the 2009 Annual Report,

"At this time, the Company does not believe recent market disruptions will impact its long-term
ability to obtain financing. The Company expects to have access to liquidity in the capital
markets on favorable terns before the rnaMrity dates of its current credit facilities and the
Company does not expect a significant number of its lenders to default on their coinmitments
thereunder. In addition, the Company can delay major capital investments or pursue financing
from other sources to preserve liquidity, if necessary. The Company believes it can rely upon
cash flows from operations to meet its obligations and fund its minimum required capital
investments for an extended period of time."



American Water Works Company, Inc. (Form: 10-14, Keceivedz... page 1 or 1

American Water Works Company, Inc. and Subsidiary Companies
Consolidated Statements of Operations

(In thousands, except per share data)

Years Ended December 31,
2009 z008

$2,440,703 $2,336,928

2007
$2,214,215

1,324,355
294,240
199,262

(763)
450,000

2,267,094
173,609

1,303,798
271,261
199,139

(374)
750,000

2,523,824

(186,8961

1,246,479
267,335
183,253

(7,326)
509,345

2,199,086
15,129

(296,545)
11,486
7,224

(6,647)
(792)

(285,274)
(111 ,665)
121,418

(233,083)

(285,155)
14,497
8,171

(5,895)
4,684

(263,698)
(450,594)
111,827

(562,421)

(283,165)
7,759
3,449

(4,867)
6,176

(270,648)
(255,519)

86,756
(342,275)

(551)
(.34z,826»$ (562,421)

.39

(1.39) $

$

(3.52) $ 2.14
$... (0.00\

(2.14)(3.52)

(3.52) $

$

$

(2.14)
(0.00)
(2.14)

$... (1.39»
s T
$ 1.39

s
$
$ (3.52)

159,967

159,967

0.40

160,000
160,000

Operating revenues
Operating expenses

Operation and maintenance
Depreciation and amortization
General taxes
Gain on sales of assets
Impairment charge

Total operating expenses, net
Operating income (loss)
Other income (deductions)

Interest, net
Allowance for other funds used during construction
Allowance for borrowed funds used during construction
Amortization of debt expense
Other, net

Total other income (deductions)
Loss Hom continuing operations before income taxes
Provision for income taxes
Loss firm continuing operations
Loss lion discontinued operations, net of tax
Net loss
Basic earnings per common share:

Loss 80m continuing operations
Loss Hom discontinued operations, net of tax
Net loss

Diluted earnings per common share:
Loss from continuing operations
Loss Hom discontinued operations, net of tax

Net loss
Average common shares outstanding during the period:

Basic
Diluted

Dividends per common share $

168,164

168,164

0.82

The accompanying notes are an integral part of these consolidated financial statements.
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American Water Works Company, Inc. and Subsidiary Companies
Consolidated Statements of Cash Flows

On thousands, exceptper share data)

2009
Years Ends December 31,

2008 2007

$(233,083) s (562,421) $ (342,826)

294,240
450,000
40,919

140,821
(1,433)
21,781

(11,486)
(763)

271,261
750,000
41,515
95,643
(1,338)
17,267

(14,497)
(374)

106,901
(24,154)

51,571
3,072

267,335
509,345
38,442
41,918
(1,510)
17,553
(7,759)
(7,326)

(13,113)
49,693

(13,565)

(20,702)
23,111

(I 1,194)
(105,053)

2,978
13,460
2,790

CASH FLOW S FROM OPERATING ACTIVITIES
Net loss
Adjus1JIle'nts

Depreciation and amortization
Impairment charge
Amortization of removal costs net of salvage
Provision for deferred income taxes
Amortization of deferred investment tax credits
Provision for losses on utility accounts receivable
Allowance for other funds used during construction
Gain on sale of assets
Gain on early eininguishment of debt
Pension and non-pension post retirement benefits
Other, net
Changes in assets and liabilities

Receivables and unbilled utility revenues
Taxes receivable, including income taxes
Other current assets
Pension and non-pension post retirement benefit contributions
Accounts payable
Taxes accrued including income taxes
Interem accnled
Other current liabilities

9/ 84 Net cash provide by operating activities
CAS FLOWS FROM INVESTING ACTIVITIES

(18,751 )
(17,920)
(6,737)

(127,446)
52

(13,321)
6,499

(9,963)
596,156

4920
552 169a t/

(35,097)
(23,111 )
(1,171)

(81,245)
6,860

42,430
16,092
10,767

473,712

(785,265)
(18,144)

1,237

(1,008,806)
(12,512)
12,604

(750,810)
(15,877)
16,346
9,660

(9,852)
5,829

(1,874)
(746,578)

(29,900)
129,711
(1,250)

(703,611»

(24,793)
2,457

(2,617)
(1,033,667)

279,941
(241,500)

3,869,109
(2,350,725)

542,926
(178,131)
242,301

(352,005)
2,089

258,684
836

(541,623)

21,211
(7,508)

3,07s
(188)

245,000
(4,008)

(229)
(64,055)
477,559

35,846
42,198

967,092
(14,916)

(1,750,388)
(13,165)

(218)
(137,331)
120,169
12,714
9,542

$ 22,256 s

(3,939)
13,481

9,542 s

256,593
(16,273)
29,754
13,481

$ 303,958
$ 11,205

s
s

294,508
(22,161)

s
s

295,707
17,823

s 59,219 $ 94,930

s 77,094
$ 179,931
$ ..._

s
$
s

s 72,657

83,041 s
$
$

101,226

Capital expenditures
Acquisitions
Proceeds from sale of assets and securities
Proceeds iron sale of discontinued operations
Removal costs from property, plant and equipment retirements, net
Net funds released
Other
Net cash used in investing activities

CASH FLOW S FROM1=n~1Anc1nG Acrwrms
Procwds from long-term debt
Repayment of long-term debt
Proceeds from issuance of mammon stock (net of expenses of $7,824)
Net (repayments) borrowings under short-term debt agreements
Proceeds from employee stock plan issuances
Advances and contributions for construction, net of refunds of $27,481 in 2009, $57,580 in 2008 and $36,963 in

2007
Change in cash overdraft position
Capital contributions
Debt issuance costs
Redemption of preferred stocks
Dividends paid
Net cash provided by financing activities

Net increase (decrease) in cash and cash eqiNvalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period
Cash paid during the year for:

Interest, net of capitalized amount
Income taxes, net of refunds of $2,754 in 2009, $40,400 in 2008 and $l6,1 ll in 2007

Non-cash investing activity
Capital expenditures acquired on account but unpaid as of year-end

Non-cash financing activity
Advances and contributions
Long-term debt (See Note 11)
Capital contribution (See Note 1 l) 100,000

The accompanyingnotes axe an integral part of these consolidated financial statements.
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v Dividends

Our board of directors has adopted a dividend policy to distribute to our stockholders a portion of our net cash provided by operating activities

as regular quarterly dividends, rather than retaining that cash for other purposes. Generally, our policy is to distribute 50% to 70% of our net income
annually. We expect that dividends will be paid every March, June, September and December of each Fiscal year to holders of record approximately
15 days prior to the distribution date, S`1nce the dividends on our common stock will not be cumulative, only declared dividends will be paid,

During 2009 and 2008, we paid $137.3 million and $64.1 million ire dividends, respectively. For 2009, we paid a dividend of $0.21 per share on
December 1, 2009 and September 1, 2009 and $0.20 per share on June 1, 2009 and March Z, 2009. For 2008, we paid a dividend of $0.20 per share
on September 2, 2008 and December 1, 2008. There were no common dividend payments made for 2007.

Subject to applicable law and the discretion of our board of directors, we will pay cash dividends of approximately $0.21 per share per quarter
'm 2010, to be paid approximately 60 days Mer the end of each fiscal quarter. The quarterly and annual average aggregate dividend amounts for the
four quarters would be $36.7 million, and $146.7 million annually. The aggregate dividend amounts are based upon 174.7 million shares outstanding
as of February 25, 2010. Under Delaware law, our board of directors may declare dividends only to the extent of our "surplus" (which is deaned as
total assets at fair market value minus total liabilities, minus statutory capital) or, if there is no surplus, out of our net profits for the then current
and/or immediately preceding fiscal year. Although we believe we will have sufficient net profits or surplus to pay dividends at the anticipated levels
during the next four quarters, our board of directors will seek periodically to assure itself of this before actually declaring any dividends. In future
periods, our board of directors may seek opinions Nom outside valuation firms to the effect that our solvency or assets are sufficient to allow
payment of dividends, and such opinions may not be forthcoming. If we sought and were not able to obtain such an opinion, we likely would not be
able to pay dividends.

On January 29, 2010, our board of directors declared a quarterly cash dividend payment of $0.21 per share payable on March l, 2010 to all
shareholders of record as of Febmary 18, 2010.

Current Credit Market PositWn

The Company believes it has sufficient liquidity should there be a disruption of the capital and credit markets. The Company funds liquidity
needs for capital investment, working capital and other linanncid commitments through cash flows from operations, public and private debt otierings,
commercial paper markets and credit facilities with $850.0 million in aggregate total commitments from a diversified group of banks. As of February
24, 2010, we had $801.8 million available to fulfill our short-tenn liquidity needs, to issue letters of credit arid back our $58.9 million outstanding
commercial paper. As of February 24, 2010, the Company can issue additional commercial paper of $641 .1 million which is backed by the credit
facilities. The 2008 market disruptions caused the Company to redeem its tax exempt bonds in variable rate structures and remarket as fixed rate
securities. The Company closely monitors the financial condition of the financial institutions associated with its credit facilities.

At this time, the Company does not believe recent market disruptions will impact its long-term ability to obtain financing. The Company
expects to have access to liquidity in the capital markets on favorable terms before the maturity dates of its current credit facilities and the Company
does not expect a significant number of its lenders to default on their commitments thereunder. In addition, the Company can delay major capital
investments or pursue Financing Mm other sources to preserve liquidity, if necessary. The Company believes it can rely upon cash Hows from
operations to meet its obligations and hind its minimum required capital investments for an extended period of time.
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Security Ratings

Our access to the capital markets, including the commercial paper market, and respective financing costs in those markets depend on the
securities ratings of the entity that is accessing the capital markets. We primarily access the capital markets, including the commercial paper market,
through AWCC. However, we do issue debt at our regulated subsidiaries, primarily in the form of tax exempt securities, to lower our overall cost of
debt, The following table shows the Oompany's securities ratings as of December 31, 2009:

Moody's Investors Standard & Poor's

9~SecuHties
Senior unsecured debt
Commerc ial  paper

Service
Baa2

PP

Ratings Service
B B B +

A S

L
On December 21,  2009 ,  Standard & Poor's Rat ings Services,  which we refer to as S&P, af f irmed its  "BBB+" corporate credit  rat ing on

AWCC and American Water and ai i rmed AWCC's  "A2"  short - term rat ing.  S&p's  rat ing out look  for  both American Water and AWCC is  s table.

On November 20,  2009,  Moody's Investors Serv ice,  which we refer to as Moody's,  ai i inmed its  "Baa2" corporate credit  rat ing on AWCC and
American Water and af f i rmed AWCC's "P2" short - term rat ing.  The rat ing out look for both American Water and AWCC is  s table.

A security rat ing is not a recommendation to buy, sell or hold securit ies and may be subject to revision or withdrawal at any t ime by the
assigning rat ing agency, and each rat ing should be evaluated independently of any other rat ing. Security rat ings are highly dependent upon our ability
to generate cash f lows in an mount suff ic ient to service our debt and meet our investment plans. We can provide no assurances that our ability to
generate cash f low is suff ic ient to maintain our exist ing rat ings. None of our borrowings are subject to default  or prepayment as a result  of the
downgrading of these security rat ings, although such a downgrading could increase fees and interest charges under our credit  facilit ies.

As part of the normal course of business, we routinely enter into contracts for the purchase and sale of water, energy, fuels and other services.
These contracts either contain express provisions or otherwise permit us and our counterpart ies to demand adequate assurance of f ixture performance
when there are reasonable grounds for doing so. In accordance with the contracts and applicable contract law, if  we are downgraded by a credit  rat ing
agency, especially if  such downgrade is to a level below investment grade, it  is possible that a counterparty would attempt to rely on such a
downgrade as a basis for making a demand for adequate assurance of future performance. Depending on the Company's net posit ion with a
counterparty, the demand could be for the posting of collateral.  In the absence of expressly agreed provisions that specify the collateral that must be
provided, the obligat ion to supply the collateral requested will be a funct ion of the facts and circumstances of the Company's situat ion at the t ime of
the demand. I f  we can reasonably claim that we are will ing and f inancially able to perform our obligat ions, it  may be possible to argue successfully
that no collateral should be posted or that only an amount equal to two or tdaree months of t incture payments should be sufficient. We do not expect to
post any collateral which will have a material adverse impact on the Company's results of operat ion, 'f inancial posit ion or cash Hows.
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